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Ottawa, Ontario, 
1| | Thursday, 
November 1, 1962. 


2 
--- At 9.10 A.M. the hearing resumed. 
3 
4| 
SUBMISSION OF 
5 
6 THE BROKER-DEALERS ' ASSOCIATION OF ONTARIO 
7 
8 
9 APPEARANCES 
10 
W. D. Latimer - Chairman, Broker- 
11 Dealers' Association 
of Ontario 
12 
James W. Gemmell - Senior Solicitor for 
13 the Broker-Dealers' 
Association of Ontario 
14 
Malcolm Moysey - Senior Member of the 
15 Board of the Broker- 
Dealers! Association 
16 ef Ontario 
17 Michael Gee ~ Solicitor, Broker- 
Dealers' Association 
18 ef Ontario 
19 
20 
21 THE CHAIRMAN: We shall now consider the 
22 submission of the Broker-Dealers' Association of 
23 Ontario. Mr. Latimer,. you are. representing the 
24 spekesmen for the Association? 
25 MR... LATIMER: Yes. 
26 THE CHAIRMAN: I suppose other members who 
27 are with - you may answer guestions from time to time 


28 if they so desire? 
29 | MR, LATIMER: Yes. 


30 THE COMMISSIONER: Do you propose to make a 
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preliminary statement or do you wish us to proceed 


é immediately? 


3 MR, LATIMER: I was going to introduce the 

4 group here and then we will carry on. 

5 THE CHAIRMAN: All right, you may proceed, 

6 MR. LATIMER: Mr. Chairman and Commissioners, 


7 Bot iad i on my left, Senior Solicitor for the B,D As: 
8 on my immediate left Mr. Malcolm Moysey, Senior Member 
9 of our Board, myself, W. D. Latimer, and on my right 

10/ Mr. Gee, Solicitor for the B.D.A. 

11 THE CHAIRMAN: Thank you. There is nothing 
12 further you wish to say at the outset? 

13 MR, LATIMER: I do not believe so, sir. 

14 THE CHAIRMAN: I understand that it is a 

15 policy of the Securities Commission to request any 

16 applicant for registration as a broker-dealer first 

WW to apply for membership in the Association. Is the 
18| association satisfied with this responsibility? 

19 MR. LATIMER: Quite so. 

20 THE CHAIRMAN: You think this works out in 

21| the interest of the members of the Association? 

22 MR. LATIMER: I believe I am speaking for the 
23 entire body in saying yes, the responsibility that we 
24 have in this regard is quite in order, I am quite sure 
25 that the rest of the gentlemen will say yes to your 

26 question. 

27 THE CHAIRMAN: Can you give us some idea 

28 as to the sort of responsibility you discharge with 

29 respect to this responsibility over your membership? 


30 MR. LATIMER: When a party comes up for regis- 
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tration we) send out letters to all our other members 
and request information pertaining to the proposed 
registrant, and we wait a number of days and then carry 
on at a board meeting, and practically always we have 
the registrant at one of our B.DsA. meetings for 
questioning: Does; that mot. .cover, it? 

MR, MOYSEY:, That is correct. 

THE CHAIRMAN: -What are the qualifications 
for membership? 

MR. LATIMER: Mr. Gemmell, would you deal 
with bhat? 

MR, GEMMELL: Generally, sir, the Board will 
not entertain an application. for membership unless a 
person nas been registered to trade. in securities 
for at least.two years. it,.is mot automatic, but 
they will not entertain an application at all unless 
that initial qualification is complied with, aside 
from their general pepe ded'/cec uta dios within? the 
community so far as is known to the members. of the board 
Those are the factors they consider. 

MR, MOYSEY: Might I add that there are 
certain requirements which you might point out, as 
you know, in respect.of..a criminal record and so on? 
That might be of ,interest on the record, I. think. 

THE CHADRMAN: Yes, I think we should have 
that. 

MR, GEMMELL: This is quite lengthy, gentlemen 
these aspects of it. 

MR. MOYSEY: If you give that to the court 


recorder afterwards it will save him a lot. of trouble. 


« mt tre ae 
ae 


eredmem wate INO fis of eietdel tuo base ew setisid 
becogeig add of gataistieq nolvemroint tesupet bas 
wires asdt bes sysh Io tedmuna 6 tiew ew bas .dasritetger 
ave ow evewls yiiboldesiq bas .gutieoan Dx1s0d 8 ten 
not egritesm .A.G.4 wo to sao te Jnsutetger edd 
‘ti wevoo. dom gedt eas0@.. .gatmoiteeup 

,foeTio® ef daif <sY¥aeYOM. .AM 

auotieottiieup sat exe ¢saW <WAMALARD GH 


Satdaveduem xo? 


feeb uoy bivow .[femmeD .cM <AEMITAD .AM 
Siende diiw 

fat byeod ett .the .vliexsms) sJdGMMS) AM 
s sesfau gidexedmem 10l sotdeotiggs me axaigdistae tom 


seatiiuvese at ebsid of berveseigen mesd.esd soe 1sg 


assiaw [ie ds cotbteoliqgs. as sigiretee Jom Litw, youd, 
ebtes fictiw betiqmoo eb nelisoliiteup. [ebd tat, teddy 


: : . bas 
edit atddiw sottesvges)bebregea leveneg ales) mon) 


tud.,ottemotus Jom af.oL o&1sey owd Jeasl. te 10), 
| 
biewe efit to aredmem sdt of swoaw ef ee a8 o@ yoinummos 
-T9bieaad waists eayotost edt exs geedT 
sis eyedd dedt bbs I daosiM <YSeyOM., HM 
ep. ,juo tatog ddgin woy dotdw ataemeiitupe: ateii190 
¢a0 08 bas bio oes fsaimizo 8, 10 gooqgget al, ,womd HOYs 


aids I ,bioses oft ao tae1etak.Io,ed sdgim stadt 


sved bigodea ow anidd I ,es¥  :WAMRLAHO.auT. 


stk Ye etosqes sasds , 


tyyoo sdt ot ted? evin soy ID)» YEGYOM. fm 


| 
otedd 
e witadel stivp alt eld? sJJaMMaD .AM 


siduort Yo toL.s mid.svee [itw si ebarswietie isb1000% 


29 


30 


Nethercut & Young - 7174 = 


Toronto, Ontario 


MR. GEMMELL: This is long and somewhat 
detailed; “but Ivcan réad it if it is the wish of the 
Commission. 

COMMISSIONER BROWN: Let us have the important 
point. Do not give it to us verbatim, but in principle 

MR, GEMMELL: Anyone who has been convicted 
of any material criminal offence within the past 
fifteen years will not be considered by the Board. 

The Board will also inguire personally during an inter- 
view, as Mr. Latimer has indicated, as to the applicant' 
knowledge of the business. This “Is an ‘informal 
inquiry held by nine members of the Board convened to 
question the applicant. There is no prescribed ee 

of questions. The applicant, of course, is required 
to have certain financial qualifications which meet 

the satisfaction of the Association. 

THE CHAIRMAN: What are the financial 
qualifications? 

MR, GEMMELL: He must have at least $5,000 
working capital in the business and an additional 
$5,000 deposited in trust. The $5,000 in trust 
will only be released at the direction of the Board 
of Governors. The purpose is that if any broker- 
dealer -- fortunately there has not been too many -- 
finds himself in financial difficulty the $5,000 in 
trust ensures to some degree that any member .of the 
public -- not a trade creditor -- trading in securities 
will have some protection if the Board sees fit. 

MR, MOYSEY: How about knowledge of the Act? 


MR, GEMMELL: Well, when the Board interviews 
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the applicant at the Board meeting the various members 
of the Board may ask questions as they see fit. 


THE CHAIRMAN: The applicant is required 


to be someone who has had some experience in the 
business? 

MR, GEMMELL: Yes, at least two years 
registration, Mr. Chairman. 

THE CHAIRMAN: Registered as what? 

MR. GEMMELL: Registered to trade in 
securities. Most of them are salesmen: or people 
who are registered as security salesmen. 

THE CHAIRMAN: In any event the individual 
should be fairly well known to the other people 
in the business, is that not so? 

MR, GEMMELL: Yes. 

THE CHAIRMAN: .So that when he comes before 
your Board he will be known at least to some of the 
members? 

MR. GEMMELL: Yes, that is usually the 
case. As Mr, Latimer pointed out, in the event 
he is not known directly or indirectly, all members 
of the Association are circulated with a synopsis of 
the applicant, and this remains outstanding for seven 
days, and comments and reports received are considered 
by the Board and uséd when making their decision. 

THE CHAIRMAN: Does the Securities Commission 
also consider the application, or does it leave it 
entirely to the Association? 

MR. GEMMELL: Generally. speaking the practice 


seems to be that the<applicant,-would concurrently 
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i Submit an application for registration as a broker- 

2 dealer to the Ontario Securities Commission at the 

3 Same time he makes application for membership in the 

4 Association. 

THE CHAIRMAN: pee? the Securities Commission 
6 investigate applicants independently do you know, or 

7 do they ee on the Association in this regard? 

8 MR. GEMMELL: My understanding is that the 

9| securities Commission makes inquiries of the references 
10 and so on. I cannot answer that question thoroughly. 

Certainly the Securities Commission will have a 

12 record of the background of anyone who has been in 

13 the securities business. 

14 THE CHAIRMAN: Omce an individual becomes 

a member and becomes entitied to carry on as a broker- 

dealer, he is entitled to underwrite and do everything 

17 | else required in promoting an issue and selling it? 


MR. GEMMELL: Yes. 


18 

19 THE CHAIRMAN: He is entitled to make a market? 
20 MR x GEMMELL : Yes ° 

1 THE CHAIRMAN: He is entitled to trade as 


22 far as may be necessary to make a market and everything 


of that type? 


23 
24 MR. GEMMELL : Yes. 
25 THE CHAIRMAN: So that he may be dealing 


26 with pretty large sums of money? 


27 MR. GEMMELL: He could be. I think it is 
28 safe to say that initially, by the nature of the 
29 business, very few people starting business as a broker- 


30 dealer will deal in exceptionally large amounts of capital. 
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I know of no instance where anyone has started off 
with a large amount of capital. 
The current practice seems to be that a 


broker-dealer will associate himself, or hope to make 


‘some arrangement with a promoter who may or may not 


be registered, and then act as an agent for that 
person. He will receive a commission. In this 
Situation that individual is not obligated or required 
to have capital necessary to finance or underwrite an 
issue himself. Usually mew individuals commence 
business in that fashion. 

THE CHAIRMAN: Well, when a member decides 
to Weed AwP Pb an issue making a firm commitment for 
a certain portion of shares involved, that might be 
a fairly large undertaking? 

MR, MOYSEY: But he will not do this on 
his own behalf as a rule, 

THE CHAIRMAN: He does not? 

MR. MOYSEY: Not as a rule, no. 

THE CHAIRMAN: This I suppose would depend 
upon his financial capacity, but are there any 
regulations that deal with that situation, because 
he can become a broker-dealer as long as he has 
$5,000 plus another $5,000? 

MR, GEMMELL: Correct. 

THE CHAIRMAN: He may deal with very much 
larger sums than that in an underwriting and therefore 
become obligated to take up large blocks of shares. 

MR, MOYSEY: Mr. Chairman, I might say that 


at least in my experience a broker-dealer very seldom 
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underwrites on his own behalf. That is the way this 
has worked out in the last few years. Actually under 
the Act a broker-dealer could do this but in practice 
it. is very seldom done. is that not so? 

MR. GEMMELL: Yes. Certainly a new broker- 
dealer with minimum capital rarely becomes a promoter. 

THE CHAIRMAN: But as far as the regulations 
are concerned he can become a promoter? 

MR. GEMMELL: Correct. 

MR, LATIMER: May I say one thing, Mr. Chairman? 
A firm commitment is definitely a firm commitment, 
and if it is for $10,000 and he only has $10,000 then 
he would not have the working capital, so he just 
ed do that. The only time a new broker-dealer 
can go into a firm commitment such as that would 


be if he had sufficient money to take care of the 


we 
ie} 


firm commitment, whatever it wa 

THE CHAIRMAN: Well, in practice, in the 
case of 4 new, broker-dealer promoting an underwriting 
or new proposition, does it ever amount to more than 
$10,000? | 

MR, GEMMELL: No. 

MR. LATIMER; The minimum is $5,000, is that 
not right? 

THE CHAIRMAN: — notice the number of broker- 
dealers have fallen off somewhat in the last few years. 
Is this a result of expulsion or other disciplinary 
action of the Association, or is this due to 
economic conditions? 


MR, GEE: Mr. Chairman, if the figure for 
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1962 was included here it would show the number 
as 80. This indicates an even greater decrease. 
Well, this is due in some instances to cancellations 
of licenses through disciplinary action either by 
the Association or the Commission, but in most cases 
it is due simply to business reasons. I am referring 
to the table on page 2. We have mentioned at a 
later point in the brief the problems of distribution 
in the United States and in certain areas of Canada, 
and I suggest ‘because of those problems the number 
of members has dropped considerably over the last 
few years. 

COMMISSIONER GIBSON: You say the number 
is down from 103 to 80? 

MR. GEE: Yes. The figure that appears 
in the table is as of the renewal date in each year, 
which is March 31st.. The March 31st, 1962 figure 
is 80e0r°78, ‘Iobelieve, but 16 is now 80. 

COMMISSIONER GIBSON? It is 80 instead 
of 789? 

| MR. GEEs If the 1962 figure was included 

in the table, which it is not, it would show 25 members 
of the Toronto Stock Exchange and a total number, 
including the members of the Toronto Stock Exchange ; 
making a total of 80. There are 55 non-members. 

THE CHAIRMAN: The figure is 80 as compared 
to 103? 

MR. GEE: That is correct. 

MR, MOYSEY: In other words the number of 


non-members has dropped to 78 in 1962. 
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MR. GEE: To answer your question, I 
would suggest that the drop in number is a direct 
result of business reasons or lack of business and 
brokers have been forced to ciose their doors. 

THE CHAIRMAN: I presume that most of the 
business has regard to mining and that sort of 
promotion? 

MR. GEE: Up until a year or so ago it 
was almost exclusively in respect of mining, oil 
and natural gas, but in the past year and a half 
or so. some brokers have gone into the junior industrial 
field. , There is.not a significant number in this 
regard but this may be some sort of a trend. It is 
a little early to say, I think. 

THE CHAIRMAN: Can you give us some idea 
of the nature of the disciplinary action that has 
been taken on those cccasions when it has been taken 
in the last two or three years? 

MR. GEE: Well, this action.has been taken 

- as a result. of. quite a wide range.of things...In 
many cases it has been taken because of lack of 
capital, or as the result of a failure to come up 
to capital requirements. In some cases it has 
resulted as a result of statements in literature 
that were unsupported. There is really no general 
reason that I can give, or one predominant reason. 
There are as many variations of reasons as there 
are cancellations. 

THE CHAIRMAN: Well, at the time a dealer 


is registered he must have a required capital? 
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MR. GEE: Yes. 

THE CHAIRMAN: But in the course of doing 
business the dealer is supposed to have 4 weatatn 
amount of capital, but perhaps this is reduced? 

MR. GEE: Yes, his operating’ expenses eat 
into his capital requirement. 

THE CHAIRMAN: But he always has to maintain 
a certain capital? 

MR, GEE: Yes. 

THE CHAIRMAN: When they send out literature 
of one kind and another is that literature scrutinized 
by the Association? 

MR. GEEs. Yes, it ds. 

THE CHAIRMAN: Regularly? Just how do 
you do that? | 

MR. GEE: Well, when a broker-dealer intends 
t send out literature, whether it is a weekly market 
letter, or whatever the nature may be, and regardless 
of whether or not there is any recommendation 
concerning a specific security contained therein, 
he has to make three copies available to the Broker- 
Dealers' Association prior to its being distributed 
or mailed’ and, itn’ fact, this’ is prior to its’ being 
printed. We peruse that literature. We retain one 
copy in our files, we send one copy to the Ontario 
Securities Commission and we return one to the 
broker at which time he can go ahead and print the 
material and mail it. This regulation covers 
everything that the broker-dealer intends to send 


out to more than four or five people. 
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THE CHAIRMAN: Does the Association have 
a staff to handle this work? 

MR, GEE: Yes; Mr. Gemmell and myself 
take care of that aspect of it. 

THE CHAIRMAN; You feel you can pretty 
well handle it without additional help? 

MR. GEE: Yes. | 

COMMISSIONER LEMAN : May I jive Bae 
a question at this point, Mr. Chairman? Earlier 
I think you said that in some cases disciplinary 
action had been taken because of unsupported statements 
in literature that had been issued. Was that the 
result of literature which was not submitted to . 
you? 

MR. GEE: No. As I said, there are only 
one or two instances of this, but this would be the 
result of statements that have been made as to 
factual matters in literature submitted. The Broker- 
Dealers! Association in perusing the literature would 
not know the accuracy of facts pertaining for example 
to drill results, or an exploration programme. These 
statements might be unsubstantiated in an engineering 
report, or unjustified but we have no way of knowing 
that. We do not peruse the literature from the 
point of view of factual material, This disciplinary 
action would result from such a statement when 
subsequently it was found to be in error. 

THE CHAIRMAN: Well, if a statement contains 
information in respect to the results of a diamond 


in 
drilling/a certain area, would that statement not 
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1 be corroborated by the engineer or by someone of 


2) that type? 


3 MR. GEE: Well, that is perhaps not 4 

4 very good example. If the statement were as the 

5 result of an assay, that certainly would be substantiated, 
6 


and you would not get a mis-statement of fact in 
regard to something of that type. 

THE CHAIRMAN: Well, when you peruse the 
literature is there anything contained in the 
literature to indicate who is responsible for such 


a statement of fact? 
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MR. GEE: If it is a stareatn€ as to engineering 
fact and it is quoted, ‘they-would have to name the 
source of the quotation: ~ the consulting engineer 
or the resident engineer, or whoever made the report. 
They would be, therefore, unwise not to have obtained 
that statement in writing. To take a phone call 
from a property is probably not too wise for the 
broker, and we try to discourage that as much as we 
can. But our perusal is mainly made from the point 
of view of flamboyancy. We try to keep the 
literature as conservative as we can without applying 
any standard of taste particularly. But we try 
to avoid, if we can catch them, any cases where 
a broker-dealer might in error contravene some 
particular regulation such as mentioning the 
prospectus having been registered at the Securities 
Commission, which is against the Ontario Securities 
Act. Any obvious factual ernors we would try to 
catch, but there may be the odd thing we would have 
no knowledge of. 

THE CHAIRMAN: Could you give us a little 
more inforidtten about your contacts with the 
Commission? To what extent does the Commission 
exercise an supervising powers, if at all? 

MR. GEE: Do.wyou mean-on the subject of 
literature, or over-all? 

THE CHAIRMAN: Well jagénerally speaking, 
yes. 

MR. GEMMELL: The Commission are constantly 


supervising us. It is a sort of a system -- they 
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haven't abdicated any field in any respect to the 
Association. If they receive a complaint, or 
presumably a copy of the literature which we sent 
to them before it is used, it is standard practice 
with us that they have all the <ptovesticn we. have 
which we obtain. in the ordinary business of the 
Association. More likely the Commission with ifs 
greater resources can check a mis-statement, of fact. 
They have a geologist permanently on the staff),of 
the Commission who is more likely to be familiar 
with the general goings-on in the mining camps in 
the country. 

THE CHAIRMAN: Then, the Commission is active 
in each issue as it. comes forward, and follows it 
up, does it? 

MR. GEMMELL : | They do not take the position, 
that because they-have copies of the literature 
sent to them, and it is there and available to the 
staff and we have not prevented its use, they 
therefore have no right to act. They will sometimes 
subsequently discover something improper through 
an investigation or general inguiry or letter of. 
complaint from the public, and review an 
advertising programme, and then find errors or 
mistakes on which they will act, as they see fit. 

MR. MOYSEY: It is fair to say, though, 
that when the prospectus is first issued, after all 
this is processed by the Securities Commission, and 
at that time they use every resource in their power 


to see that the statements used in the prospectus are 
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accurate and founded on fact. Supervision from there 
on is of the general type that we all try to follow -- 
both the Broker-Dealers' Association and the Commission. 
THE CHAIRMAN: Yes, the initial scrutiny is 
of great importance, but problems generally begin 
at the later stages. 
MR. MOYSEY: That is the trick, Mr. Chairman, 
yes. 
THE CHAIRMAN: I don't know how you watch 
everybody all the time. 
MR, MOYSEY: We would need a detachment 
of the R.C.M.P. on all tne miuine camps to do. that. 
THE CHAIRMAN: Then, when you get into the 
marketing of shares, does the Association take any 
active part in attempting to prevent irregular 
practices in marketing stocks, or is that impractical? 
| MR, LATIMER:,. Mr. Chairman, the one important 
thing is price spread; that is looked after by 
B.D:A. When a deal is qualified and underwriting 
goes through there is a price spread which is set 
wenthis B.D.A. which is one of the important factors 
as far as carrying on and keeping it in an orderly 
manner. 


s 


MR. MOYSEY: That is exactly what I was 
going to say, Mr. Latimer. 

THE CHAIRMAN: I don't want to pursue that 
too much at the moment. Mr. Brown has some questions 
to ask you on the general subject of underwriting. 

Is there any provision made by the Association 


for auditing the books of members? 
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MR. GEMMELL: Yes, prepared by the Association 
auditor. There is the annual audit and a surprise 
audit every year, at which time it is on such occasions 
usually such instances as Mr. Gee mentioned; where 
the member’ is discovered to be operating at less 
than the required minimum capital. 

MR, MOYSEY: Members are also .subdect to 
surprise audits by the Securities Commission at any 
time. ; 

THE CHAIRMAN: What about the registration 
of salesmen: that is all done by the Commission, 
isn't it? 

fa GEMMELL: Yes, sir. Salesmen employed 
by members of the Association are required to become 
associate members, and to that extent the Board 
has some control over them while they are so 
employed. We ask for an independent application of 
associate membership from them which enables. the 
Board through its knowledge of the community and so 

on =- not to the~same degree, of course, they would be 
familiar with an application for. Broker-Dealer 
registration -- but. to some degree they may be 
familiar with a man's background and be able to 
assess the situation. 

THE CHAIRMAN: 1 don't know whether it is 
possible to describe what a buted background 
would be? 

MR. GEMMELL: No. New applicants may come 
from all fields, and the Association requires them 


to write a test. It is more in the nature of a test 
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than an examination, See aen when the original 
discussions were underway as to how severe they should 
be, it was felt that we have no training or educational 
facilities, and to impose a severe and exhaustive 
examination would not be fair. There is no way 
of determining what the background is of people who 
apply for registration as securities salesmen. 

| MR. LATIMER: Quite often we have an interview, 
if we haven't previous knowledge of their background, 
or if there is anything in their application that 
would look as if it should be gone into more thoroughly. 
In cases like that we have them in for an interview 
at one of our board meetings before the registration 
goes through. 

MR, MOYSEY: Also, Mr. Chairman, sometimes 
applications for salesmen -- we feel while we cannot 
put our finger on it, we don't want the man to be 
a salesman, and it is very difficult and, embarrassing 
not to allow him to be one. 

COMMISSIONER BROWN: What do you do? 

MR. MOYSEYs We try to find a Sere 

COMMISSIONER BROWN: Do you have to find 
a reason? 

MR. MOYSEYs For the sake of our consciences 
we try to find one, 

COMMISSIONER BROWN: Have you any record 
of how many you have turned down. 

MR, GEMMELL: At one time we did, but I 
haven't got it here. 


MR. GEE: I don't have anything here. There 
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are some that the Board never sees, because previous 
to the application being submitted to the Board 
the person takes this test and does not attain a 
sufficient standard, and the application is then 
withdrawn. He cannot try again for another six 
months; at the end of six. months he can attempt the 
test again, and if he is successful, in,any case, 
he must be interviewed by the salesmen's representative 
on the Board of Governors who in turn submits the 
application to the full Board meeting... Where. there 
is any doubt at all, tne Board, if it has sufficient 
reason, rejects the applications invariably, the 
person has an opportunity of appearing before hice 
Board. In cases where there might be a criminal 
charge on a person's record, which does not happen 
very often -- there is the occasional one -- a 
eriminal charge, say, in the nature of the impaired 
driving, or something that does not relate in any way 
to the brokerage business, the Board will nevertheless 
want to see him and discuss the matter with him. | 
Usually a charge like that is not significant, but 
there are other kinds that we do consider significant. 
COMMISSIONER GIBSON: . The Chairman was asking 
you about members of the Broker-Dealers! Association: 
could we.go inte this a little further in the table 
on page 2 which shows that. of the non-members of 
the Toronto Stock Exchange there was a decline of 
about 50 per cent in the 10-year period shown there. 
There was a further decline in the last year which 


does not show in the table, but of this decline over 
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that 10-year period what would the principal reasons 
be? 

, MR. LATIMER: I would say, Mr. Commissioner, 
that one is due to the fact Ee OAM Ss EPRRS are 
restricted to working in the Province of Ontario 
solely. L don't think there are any efforts being 
made outside the province to acquire any business or 
to open new accounts etc. Therefore, there are 
just too many broker-dealers in the Province of 
Ontario and just not enough people to take care of 
that matter. 

COMMLSSIONER GIBSON: Then, there has been 
a lack of interest and activity in the metal aPeets 
and the oil markets too; would this also be a reason? 

MR. MOYSEY: Mr. Commissioner, I think it | 
is’ brought out a little further on in the brief, but 
in sum and substance the main thing is the restrictive 
measures on the broker-dealers! activities in the 
United States. The United States regulatory authorities 
take the thing very seriously and they put pressures 
on the Ontario powers up to the point that finally, 
in 1961, our Association restricted its members 
solely to sales in Ontario. I would say that cut 
off three-quarters of all their business. 

COMMISSIONER GIBSON: And, of course, not 
faving too much market interest in this sort of thing 
is just a*further’.”.. 

MR, MOYSEY: ... a further depressant, yes 
sir. 


COMMISSIONER GIBSON: What about the influence 
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of the big mining companies; are they doing more 
and more of the initial prospecting, financing and 
this sort of thing? 

MR. LATIMER: They are doing some, but I 
believe there is still a great deal open for the 
broker-dealer if he is\allowed or has the potential 
to operate. I don't, think anybody outside of the 
small broker-dealer would go into sucha small or 
such @ grass roots situation. But, the other large 
mines that want to make investments wait, I think, 
until that original work is done, or some of it, so 
they are not just delving right into the dark. 

COMMISSIONER GIBSON: What you are saying, 
in fact, is that there is a demand here which if 
you are able to fiil it would be larger than exists 
now. 

MR. LATIMER: I do believe, yes, if the broker- 
dealer had the necessary, or were allowed 

COMMISSIONER GIBSON: To get the money? 

MR. LATIMER: Yes -- I am not putting it in 
the right words; but they are crippled by virtue 
of what Mr. Moysey has just said and the fact they 
are working in the Province of Ontario and there 
are not enough people to take care of the demand 
for the small investments in order to get these 
grass roots things done. 

THE CHAIRMAN: What proportion of your 
business did you used to get from the United States? 
MR. MOYSEY: I would say 75 per cent, but 


that is just a rough personal guess. 
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1 THE CHAIRMAN: There was a lot. of. telephoning 
2 across the: border which caused the troubles isn't 

3 that ‘one of» the reasons? 

4 MR; MOYSEYs The United States authorities 

5 have taken the position, I guess from the beginning, 
6 that you.sheuld.not,sell into-our.country if, you 

7 are not registered in our country. .That.is putting 

8 it simply, but in sum.and substance that is what 

9 it means. 

10 THE CHAIRMAN: That is the position every 

11 jurisdiction takes, 

12 MR. MOYSEY; “hat is correct. 

13 MR. GEMMELL: Wr; Chairman, I have a copy. 

14 of the Securities Exchange Commission Report te 

15 Congress last year which pretty much. sets out their 
16 || attitude teowards.it,. I eould read this, Mr. Chairman; 


17 it is quite short. 


18 THE CHAIRMAN: I would», like to hear it. 

19 MR. GEMMELL: It is under the subject matter 

20 of enforcement problems with respect, to Canadian 

21) securities: 

22| "While the unlawful offering and.sale of 
23 securities by Canadian issuers and broker-dealers 
24 continues to be a serious problem, considerable 
25 progress has been made within the past fiscal 
26 year, resulting in great improvement in this 

7 field. 

28 The success which has been achieved is 

29 due te. continued and aggressive efforts and. the 


30 increasing awareness ofthe seriousness of the 
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1 problem on the part of Canadian provincial 

y) authorities and responsible members of the 

3 || Canadian securities industry, resulting in an 

A active interest in co-operative enforcement. 

5 We are currently receiving excellent co- 

6 operation from most provinces and some segments 
7} of the Carladian securities industry. 

8 A principal factor in our enforcement 

9 | programme during the past year has involved 

10 the issuance of postal fraud orders which greatl 
ii reduced illegal offerings from Toronto, During 
12 the past fiscal year, upon evidence furnished 

13 by the Commission, 58 postal fraud oraene' 

14 have been issued. Numerous ‘extensions’ to 

15 such orders have also been issued to cover 

16 changes of address by persons who sought by such 
17 | changes to avoid the consequences of original 

18 erders directed to them. 

19 '-Q@n March 28, 1961, the Toronto Stock 

20 | Exchange and the Ontario Broker-Dealers' 

21 Association Leak steps to require their members 
22 | to refrain from offering securities illegally 

23 in the United States. Conferences were held 

24 between representatives of the Commission and 

25 | 3 Bote weeeeyees of the securities industry 

26 in Toronto to discuss the situation and to work 
27 out a plan whereby broker-dealers in Ontario 

28] could operate fa Compliance with the laws of 

29 | the United States. As a result of these actions 


30 several broker-dealers from Toronto have become 
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1| registered with this Commission under the 

2 Securities Exchange Act of 1934, and have agreed 
3 that they will not offer or sell securities 

4 in the United States in violation of the 

5 registration requirements of the Securities 

6 Act of 1933. The chairman of the Ontario 

7 Securities Commission has expressed his approval 
8 of these arrangements." 

9 Iomay say that Mr. Moysey was directly 

10 responsible for the negotiations which are referred to 
11 in the Commission's report to Congress which were 


12 commenced in April,1961. 

13 THE CHAIRMAN: There is nothing to prevent 
14 Ontario broker-dealers from selling securities 

15 in the. United States if they are properly registered 
16 there? 

17 MR, GEMMELL: None, except the compliance 
18 with the many laws. I believe Mr. Moysey has a 

19 chart which ees compiled by Mr. Gee. 

20 THE CHAIRMAN: Well, I don't know that we 
want to examine into the laws of the United States; 
but, on the other hand, most of the sales were made 


in New York State? 


29 


30 


ort tebay nolecinmod ald? dtiw betedaige: 
pestgs eved bas .HECl to Jos sgmaroxd satdiawoes 
astiiavose ifeg 10 19Tlo tom Ifiw. yedd tsds. 

sdt sia ibe pnabieet estsia betinY eat as 
esiiburosg edt to atasmoulepet nolisidalget 


olistad etd to ssomteio edt eel te TOA 


isvorggs eid beagengxs sed goleaiomog aeld fiyoee 


* etasmegneirg eaerly to 
| yiteertb asw yoayoM .iM dedd yse yem It 


ot bexrte tet ete doldw anolseitozen edd 101 eidleaogaet 


jx 
is 
id 
a 
2 ; 
Is 
B 
le 
[or 


etew dotdw esergaed ot trogen e'aoteetomod odd at 


| 
| 
10€f, diaga af besmemuos 
tasvetg od gatidvon ai stedT oMaMATaAdD SHT 
aetiinsces aniifles mort ene lseb-tetord olsatno 
| bayetainer vinogoeug. ets yond. cu aessté. betianl= edd nt 
| fetes 
soneiiquoc ert tqeoxs ono 21a AM 


B ash youyoM .»M evesifed I .ewal Yasm.edd ditiw 


29D .1M yd beifqmes esw doidw Jase 


-aotete betiot’ edt te awsl edd otal saimexe ot Jnaw 
sbam srew eslse oft to daom .basd recto edt mo .tud 


| | 

| ow dsd¢t wood s'nob I .Liew sMAMATAHO SHT 
| 

fatete x10Y wet at 


29 


30 


Nethercut & Young “ (1595 ret 


Toronto, Ontario 
MR, GEMMELL:° I do not believe so, sir. 
MR, GEE: We have made very few sales in 
New York State at any time. 

THE CHAIRMAN: Are they too sophisticated? 

MR. GEE: . No. I think one point is that 
New York State already has a great many brokers of 
its own. New York also has avery unusual -- I 
think is the only word for it --. securities regulation 
system, and our people just simply did not want 
to run afoul of New York.State authorities. They 
use an injunction proceeding which is without notice 
or anything like that. It is the type of thing that 
broker-dealers did not want to become associated 
with or mixed up in. “Therefore they generally avoided 
New York State. I de not know of many brokers who 
have had very much to do with New York. 

MR. MOYSEY: I am not going to ask you to 
examine this chart, Mr; Chairman, but these dots 
indicate the requirements of —" individual state. 
So, if you think. you could become consistent with 


all the requirements in the United States, this would 


give you some idea of what you are up against. 


COMMISSIONER GIBSON: This tendency that you 
speak of in paragraph 32 that some broxer-dealers 
have begun to participate in the financing of industrial 
or investment companies, is this a significant 
development that is going on? 

MR, MOYSEY: Mr. Commissioner, I would say 
that this spring, before the break in the New York 


market, it was becoming an important part of the 
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broker-dealers business, junior industrials, but 
when the New York market broke this industrial type 
of business suffered very sharply and there has not 
been very much of it in the last two months. It 
was just starting but presumably, if financial 
conditions improve, this type of endeavour would 
come back, I would say. 

COMMISSIONER GIBSON: Would this kind of 
thing require more capital? What do you think? 

MR, GEMMELL: Well, not necessarily because 
the usual typeof thing is where it is a firm 
offering to the public. It is not a matter of running 
a market and trying to distribute stock. This is 
a straight, flat industrial offering and either it 
is all sold or the deal does not go through at all. 
So I do not believe it requires a great deal more 
capital than the old type of stock. 

COMMISSIONER GIBSON: What sort of size 
would these offerings be? 

MR. GEMMELL: They are entirely different. 
They might be up to a quarter million dollars. 

COMMISSIONER GIBSON: How far down would 
they go? 

MR, GEMMELL: Mr. Latimer may be able to 
give you an answer on that. 

MR, LATIMER: I do not think there would be 
any industrial deals involving less than $100,000 
to $500,000. 

COMMISSIONER GIBSON: Is this a pretty 


expensive form of financing for the person getting 
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1| money? 
2 MR, MOYSEY;: Not too expensive because the 
3 Ontario.Securities Commission makes certain that 


4 the spread is relatively small or that the underwriter 


5| does not get. too much no matter what his selling 

6 expenses are, 

7 ._COMMISSIONER GIBSON: Many investment dealers 
8 feel that this sort of business is uneconomical. 

9| Now, your people are in this to some extent. 

10] MR. MOYSEY; I think it is a matter in some 
11 etuastercpvernesel If your main source of business 
12 is cut off and you are trying to hold an organization 


13 together, you will take the crumbs off the table that 
14 the other fellow says is not worth his while. 
15 | COMMISSIONER GIBSON: What sort of interest 


16 rate is this kind of business done at? Is it 


17 usually aamixture of a bond and some common stock? 
18 MR. GEEs Virtually all common stock. 

19 | MR, LATIMER: Pretty well, although they 
20 sometimes set up a preferred and bonus and common 
21 stock arrangement. 

22 COMMISSIONER GIBSON: So, this is pretty 


23 much equity financing you are talking about? 


24 MR. MOYSEY: Correct. 
25 MR. GEE: Almost entirely. 
26 COMMISSIONER GIBSON: And you think that if 


27 the market is reasonably good there might be a significant 
28 development in this? 
29 MR. MOYSEY: I would think they would try 


30 it again, yes. 
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COMMISSIONER GIBSON: What sort of competition 
is there in this business? > I guess this sounds a 
little flat now when things are so inactive, but 
do prospectors shop around to get the best deal or 
do they usually work with the one broker-dealer? 

MR, LATIMER: I believe this could be better 
answered -- you said "prospector" did you not? 

COMMISSIONER GIBSON: Yes. 

MR, LATIMER: Well, I believe that a prospector, 
if he has dealings with one broker-dealer and he finds 
he gets along well and that a deal more or less goes 
over, then he sticks to the same broker-dealer because 
that is a feather in the cap of the broker-dealer, 
and the next deal could possibly be of the same nature. 
I do not know whether that answers your question or 
not, sire 

COMMLSSIONER GIBSON: Well, he would not 
say, ‘Maybe I paid too much for that last one" and 
he might feel he could get a better deal with someone 
else? Are the costs of these things fairly much 
the same as between one firm and another? 

MR. LATIMER: I think they are set approximately 
the same. I do not believe any particular benefits 
could be derived from shopping around from one broker- 
dealer to another. I do not believe that. Has anybody 
else any comment on that matter? Mr. Moysey, have 
you anything to add? 

MR. MOYSEY: I am really not qualified to 
answer that question because I have not done enough 


of this type of business to answer it. As to competiti 
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there is another kind of competition, again that 
appears in the brief, on which the Association frowns 
very severely. It is called switching. I think you 
are all perhaps familiar with that. It involves 

one dealer getting hold of a list of another dealer's 
clients and he tries to switch them out of the 

other dealer's stocks into his own particular promotion. 
That is a good way to get yourself suspended or 
expelled from the Association. 

COMMISSIONER GIBSON: It must produce a rather 
unfriendly environment, I should think. 

COMMISSIONER BROWN: Have you 4 regulation 
in your Association against this practice? 

MR, MOYSEY: Yes. 

MR. GEE: In the past four years that I have 
been a member of the Association the incidence of 
this has been practically nil. As a matter of fact, 
I do not know of a single case. This was a.very 
prevelant practice some years ago about the time 
the Association came into existence, and for a short 
time afterwards. But it is very rare now. 

COMMISSIONER GIBSON: How do they get the 
other fellow's list of customers? 

MR, GEE: Through a trust company. 

MR, LATIMER: They get it from a trust 
company. Somebody has stock registered and they 
can go in and get a list of the shareholders. 

MR, GEE: Another way is that the salesmen 
who had a great deal to do with selling the first 


stock may transfer to a second promoter and somehow 
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take a list of the people he taiked to along with 
him. 

COMMISSIONER GIBSON: He would remember a lot 
of them anyway. 

MR,...GEE: Yes. He would keep a list. somehow. 
I think the practice was that he would keep a list 
and carry it around with him and the list would get 
bigger and bigger as he transferred from broker to 
broker. Today this practice is almost non-existent. 

COMMISSIONER BROWN: I am curious as to how 
you can stop a person selling something at a profit. 
if somebody has a security how can you stop him 
from selling it? 

MR, GEMMELL: I believe this requirement 
enly applies as a prohibition against two competing 
issues in primary distribution. The Beard does 
not purport to suggest that if two grass-root ventures 
are roughly at the samé stage of financing that one 
is not at that stage entitled«to benefit at the 
expense of. the other, that this would be parade Co 
the spun es as well as to the broker-dealers. 

COMMISSIONER BROWN: Does a customer know 
when he buys a security that he cannot sell it for 
so long? 

MR. GEMMELL: There is no prohibition there. 
It is a case where the Board is satisfied that a 
broker-dealer has intentionally taken aim at a 
competitor!s customer and talked him into unloading 
his securities and has ‘taken the -proceeds ard invested 


them in his own venture. There is no suggestion that 
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L a broker-dealer or salesman could not say to somebody 
2 whom he was talking to,"I think that is a poor 
3 buy. I suggest you sell it." But if he is doing 


this and taking the proceeds and putting them into 


5 something of exactly the same nature, then the feeling 
6 is that this practice does not do the company any 
a good. 
§ THE CHAIRMAN: Well, it could ruin 
9 he whole business of the first company. 
10 MR, GEMMELL: And then it becomes a 
A eycle. 
12 MR. MOYSEY: Yes, it goes from "A" 


13 to "B" and "B" to "Cc" and all around. I may say, 

14 Mr. Commissioner, there is never any suggestion 

15 in this Association that any member of the public is 
16 restrained’ from selling his security at any time. 

17 COMMISSIONER BROWN: Just restrained 


18 from selling it through certain people. 


19 MR. MOYSEY: We take aim at the salesman 
20 who phones him up and says, "Look, Company ‘A' you 

21 have is no good. I think the one for you, my friend, 
22 is Company 'B'. Now, you sell 'A' and buy 'B!". 

23 


We do not take any aim at the customer. 


24/ that is up to him if he wishes to do it, but we 


25 take considerable aim at the salesman, if it becomes 

26 an obvious pattern. There has to be a pattern. 

27 We do not take any action in an isolated instance. 

28 THE CHAIRMAN; Well, if it is a deliberate 


29 attempt to do you out of all the work that you have 


30 done en your company and take the cream and put it 
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into some other venture, which is highly speculative, 
then you take action. 

MR. MOYSEYs That is right. 

THE CHAIRMAN: You can conceive that there 
would be some difficulties arising from this -sort 
of. thing. 

MR. MOYSEY:.. It is a case of where your 
administration is, an art.and not. a sclence. You 
have to make up your mind if it is a pattern, and 
that is a matter of judgment. 


COh 


IMISSIONER GIBSON: You have not given 
us any financial information, I was wondering whether 
you could give us any general ideas as to the extiiiturt 
patterns of the business. What are the main sources 
of income of broker-dealers? 

MR. MOYSEYs The main source of income 
of broker-dealers, I would say, subject to correction, 
is the profit from the underwriting, and either he 
underwrites himself, which as I said earlier is most 
unusual, or he iheweicas on behalf of the principal 
and he receives a commission and selling expenses 
for doing se... The main source of the revenue, of 
course, is the spread between what the stock is 
taken down at from the treasury of the company and 
what it runs to in the hands of the public. That 
spread is divided between the broker-dealer and 
the underwriter. 

Unfortunately it is well nigh impossible, 
if not impossible, to tell you exactly how that is 


divided because you do not know and we have no way of 
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knowing at what price the underwriter sells his stock. 
He may put it in his pocket and not sell it for 

ten years or he may be an investor and sell it the 
very next day. 

I think the oniy way you could get at 
this financial information is through the Income 
Tax Branch of the Department @ National Revenue. 

We do not have the facilities for this. 

COMMISSIONER GIBSON: Some of these ee keke: 
dealers hold these speculative securities for unknown 
periods. 

MR. MOYSEY: It is a funny thing, but some 
of the salesmen get sold on their own product. They 
are human just like anybody else. 

COMMISSIONER GIBSON: Would you have any 
idea of what the proportion of straight underwriting 
is compared to selling on a commission basis? 

WR. MOYSEY s The only guess I could make, 
subject to correction, is that a great majority of 
the business is done on behalf of a client. In other 


words, the broker-dealer does not do this underwriting 


_and option pusiness on his own behalf. He just does 


not have the capital to do it. He acts as an agent 
and his revenue comes from acting as an agent. In 
sum and substance, it is a matter of commission. 
COMMISSIONER GIBSON; In other words, not 
many of them take the risk of doing it on his own? 
MR. MOYSEY: Very few, hardly any. | 
COMMISSIONER GIBSON: Could you give us 


any kind of picture as to the pattern of expenses? 
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What are the main costs? You have your remuneration, 
your cost of salesmen, advertising, mailing costs 
and this kind of thing. 
\-MR. MOYSEY: Possibly Mr. Gee could tell 

us about that. 

MR; GEE: Perhaps we could estimate it in 
a very general way. It is rather difficult to say, 
but the major cost is right at the beginning. It 
is the salesnen's commission. Then there is the 
telephone and mailing costs, whieh are high. There 
are office costs. The salesman usually bo Sty Re? 
123 per cent of the selling price of unlisted securities 
I am told that the telephone costs amount to ae 
5 or 6 per cent. The office overhead, and this is 
the clerical staff and not the sales staff, would 
be approximately another 3 or 4 per cent. 

COMMISSIONER GIBSON: Is it 5 er 6 per cent 
for telephone or for telephone and mail? 

MR, GEE: No, that is just eee headae. 
These are only guesses, of course. 

COMMISSIONER GIBSON: Yes. 

MR. GEEs Stamps are the major cost in 
mail, That is probably another 3 per cent. Before 
the broker-dealer makes anything the total cost 
comes to very easily 35 or 40 per cent of the transaction. 
The company virtually always receives 60 per cent on 
this commission basis, at least 60 per cent and up 
to 75 per cent where a broker is acting as an agent; 
that is, where he has undérwritten on behalf of a client 


His commission is usually set out in the prospectus at 
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25 per cent, together with a contribution selling 
cost not to exceed 15 per cent. At this rate many 
brokers say they simply cannot make money. They 
do not make any profit. 

COMMISSIONER GIBSON: So, you draw the 
picture at somewhere between 35 per cent and 40 
per’ Gent on the commission basis? 

MR. GEEs Yes, before the broker himself 
gets his commission. 

COMMISSIONER GIBSON: And then there is 
35 per cent oe expenses? You say you get 25 per 
cent commission handling these things and up to 15 
per cent covers the selling price? 

MR. GEEs Yes. 

COMMISSIONER GIBSON: That is 35 or 40 
per cent? 

MR, MOYSEY: Call it 40 per cent. 

COMMISSIONER GIBSON: And you say it is 
35 per cent on the expenditure side? 

MR, MOYSEY: Perhaps I misunderstand this, 
but that is all together. His total selling cost 
is roughly 40 per cent before he can say he is making 
any money at all, that he is keeping anything in 
his pocket at all. 

MR, GEE: That is correct. 

COMMISSIONER GIBSON: But you say he cannot 
get more than 40 per cent? 

MR. MOYSEY: That is right, and that is 
why the membership is going down. 


COMMISSIONER GIBSON; It is not a very 
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profitable business. 

MR. MOYSEY: No. 

MR. GEE: That is why the business has 
decreased. 

MR. MOYSEY: Again I am quoting second-hand 
from what the members have told me over the past three 
or four years, but in sending out mail in an attempt 
to get response, the return is down now, to what 
percentage, Mr. Gee? 

MR. GEE: Virtually never more than one 
half of one per cent of the total sent out. There 
was a time when it was considerably higher than that, 
up to as.high as 3 per cent, but it has steadily | 
decreased over a period of years to where it is now 
usually a little less than one-half to one per cent. 


It can be a whole lot worse, 
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MR. MOYSEY: It is only that half of 
one per cent that you can approach. You don't 
necessarily make a sale with that half of one per 
cent, but it is with that half of one per cent that 
you can attempt to make a sale. 

THE CHAIRMAN: Does the broker-dealer ever 
take certain proportions of the vendor's stock? 

MR. GEE: Yes. | 

THE CHAIRMAN: The line turns out te be 
a good one and the broker-dealer has the advantage 
of owning certain stock which eventually could be 
sold on the market? 

MR. GEE: That is right, In a new company 
the vendor's position is -- as you probably are ail 
aware -- 90 per cent in escrow, and he may have a 
proportion of the 10 per cent that is free from escrow 
to sell during the course of the preliminary 
distribution, and normally will probably sell one 
share of the free vendor's stock for every four or 
five or six shares of treasury stock being sold, but 
he also will probably have some part’at least of the 
escrow stock. 

THE CHAIRMAN: Generally that is a great 
incentive, isn't it? 

MR. GEE: ae but it is not much good to 
him unless the company should be at least moderately 
successful. 

THE CHAIRMAN: If one company makes 
good it may be enough to set him up for life? 


MR; MOYSEY: That is what we all hope for, 
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THE CHAIRMAN: I have seen that happen, 
as well as other things. 

MR. MOYSEYs That is what keeps everybody 
going in this business; the one you hope for some day. 

COMMISSIONER GIBSON: I have no more 
questions, Mr. Chairman. 

COMMISSIONER BROWN: I have a few questions 
on the underwriting side of it. Some of these have 
already been answered. 

In paragraph 14 you set out the basic 
methods under which this underwriting takes places 
and I have one or two questions with respect to each. 
In the first one you says 

"He may act as a principal, underwiring 
the issue on his own or.a client's behalf." 
Toam ia dittle puzzled.on this. How does he act as 
a principal when he is underwriting on behalf of 
a client? 

MR. MOYSEY: It is a matter of phraseology. 
It is the same thing in the ‘stock exchange, say that 
we are the principal and we are taking stock down 
from the treasury, but we also declare that actually 
we are not taking & down for ourselves, we are taking 
it down for. a client. It is’ a confusion of a phrase, 
I admit. 

COMMISSIONER BROWNs You are acting as 
an agent, then? 

MR. MOYSEY: Correct. 


COMMISSIONER BROWN: For somebody else? 
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»» COMMISSIONER BROWN: In other 

words, when you are doing that, is it the same as 
the second method here, to act as an agent for an 
underwriter? 

MR. GEMMELL: In. the first instance it 
is where the two parties to the contract, the underwriting 
and the option, and it would be that A securities 
contracts with B mines, but it does disclose, however, 
that A. securities will not end up as the beneficial 
owner of the,underwriting er option stock, and it 
Will be re-assigned subsequently and A would be 
also; I am sure, on the stock exchange, the underwriter 
and the optionee; the Exchange locks to that person 
for marketing practices, dco they not; rather than 
a person who will really own the stock beneficially. 

MR. MOYSEY: If we are getting into atock 
exchange practices ---- 

MR.. GEMMELL:...In.the case of A here, if 
fT act as, the principal, and basically I have a elient 
who is putting out the money for this and will own 
the stock, nevertheless I take the responsibility 
and it is my name that is. on the contract. It is 
My responsibility to put. out the money and maybe 
I.get it from my client and maybe. I don't, I hope 
to, and I am declaring that actually I plan to do 
this for the client, but I am responsible as a 
registered agent for the carrying on of the market, 
the reasonable marketability of the stock, etc., 
and I am the one whose name is on the dotted line, 


COMMISSIONER BROWN: The client's name doesn't 
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appear? 

MR. MOYSEY: No. It is a matter of disclosure 
I can disclose it, but he is not on the contract, I 
am on the contract. 

MR, GEMMELL: “hat is true, and in the 
second instance the underwriter optionee, he is the 
party and I am the principal as the contracting party 
for the issuing company, and the underwriter and 
the optionee is named. 

I might as a broker-dealer of a non-registered 
investment company, I might underwrite the option 
stock, and if I am a registered broker-dealer he 
might approach me, or vice versa, and say, “Are you 
interested in distributing these shares? I have 
100,000 and I have options; I will pay a les so much 
compensation if you are able to distribute them as 
my agent", In that instance I wouldn't necessarily 
appear on the prospectus by name at all, because 
that underwriter could probably approach ten broker- 
dealers who are registered in the trade. 

COMMISSIONER BROWN: It was this business 
of how you acted as a principal on behalf of somebody 
else that had ons confused. What profit is made 
on this first one? Is this where you have these 
price spreads, where you are acting as the principal? 

MR. MOYSEY: It doesn't matter whose name 
is on the dotted line; whoever is the underwriter, 
whether acting for himself --- 

COMMISSIONER BROWN: Let us deal with the 


first instance where he is acting for himself. 
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MR;.MOYSEY:. He is acting for himself 
and. he declares basically, "I have a client behind 
me; nevertheless, I am acting and I am the one 
whose name. is on the contract." Is that what you 
have in mind? 

COMMISSIONER BROWN: Yes. 

MR, MOYSEY: I have to get the price 
spread from the Broker-Dealers! Association. 

COMMISSIONER BROWN: And those are as 
described in paragraph 2?. 

MR, MOYSEY: As described later on in the 
brief. The price spread regulations are in this brief, 
are they not? I think it is right at the end. 

COMMISSIONER BROWN; Paragraph 82 describes 
these price spreads, and you go. up to a dollar. Does 
it. carry on beyond the dollar? 

MR. GEEs. It wouldn't matter what the 
underwriting price is; if the underwriting price 
was $10 the Board would still have a maximum offering 
price.on the stock. 

COMMISSIONER BROWN: So, he is acting as 
principal and the price to the public can be up to 
these price spread limits? 

MR. MOYSEY: That is right, and I might point 
out that in practice it is very seldom the top limit 
is used and, as in paragraph 82, it is pointed out 
that in practice it is generally considerably lower. 

It is the maximum price spread under certain circumstancés. 
They may use it, but very seldom do they use the full 


price spread. 


pares 
os oe 


a =~ = 
a ae “¢ | F 
we al 


2 


tfoemid tot gnttos af sH ERE YOR iM 


baided dmello 8 eved ©" .vitsolasd slr ie ed 


= 


~ 
, 


is oe 


eno sit ms I bas aaitos ms I .seeLediteven ” a 


on 
=< 


ecm 


yoy tedw dedt eal “.tosavmes edd mo ‘ee nen saocdw 


? ber tor ot sved 


ae oY :VMOA AANOTAATANOD fe. 

ia | solrg end teg og Sremcs L ;YHevOM AM ” 

Metishoos2a 'exsised-toxe1d edt mori bserge a 

f | ae ots egodt ban SWMORE ABMOTRZINMOD | e | 
+ ws ‘niiibciiee mi beditoeeb “ 
i edi al ae totsl bedkiscaeb eA :YaeyOM .AM ” tt 
: .tetid eidd ak ous amofisilugess bssige soeliq sdT .telad rt 
he .bae ond ds digit et tf Matdt I tom yodd ots 5 
i | sedizogebh $8 dqsigsisi <sWWOAA AMWMOT2eIMMOOD , at 
seod .teifod s ot qu og sey halk hua asixrg sesdt ar 


crsilob ed? baoyed ao yrtso tt | Ol 


se tsdw setiem t'abiwow JI 3d) .AM | it 
sotuq guttlawrebas edt Ut zat soltug gatétawrebay lat 
:X2 
agnivette mumixem s esvsd [Lise pfvow bused edd OL¢ asw jet 
| 08 
Mootde edt mo eoltg jos 
as gitdes et od .o8 :MWOHA SHMOTASIMMOD 1s 


og qu sd aso ot idag eds oat soitgq odd bas Isqtoniagq 


Jafog tdgim I bas ,jdsts at tsdT sYaeyoM .AM 


timif£ got edt moblea yisv al tt sottostq at tsd¢ tuo 


| | | 
fedimtl bseiqe sotiq saedt gs 
| 
| 
tuo betategq at gf .S8 dqstgsisq at es .bas bees et | 
| gt 


.rewol vidstsblenos Ulsieneg at tf eolsoatg at wee? 


ifiwi ed? see ‘e oboe visv tua he een a — 
it spy yetios et edterede On IH vax 

_ «fill ami ala Ta ee 
7 wr . ro. | 7 ia wn FAL Pe o Wee AS \ . 


Nethercut &é Young a Lae = 


Terente, Ontaric 


COMMISSIONER BROWN: .At first glance these 
price spreads look.pretty highs: how is the scale 
arrived at? 

MR. MOYSEY:s It was before my time that 
this scale was arrived at; I came on the Board in 
1955 -- I guess it was 1954 or 1955.-- and they 
were determined before that. I believe, Mr. Gemmell, 
that you were there, 

| MR, GEMMELL: I had just joined the Associatior 
then. To my knowledge the principal factors -- and 
there has always been dispute as to whether it LS o= 
the majority of the opinion of the Board from time 
Go time has been that in these unlisted speculative 
securities, aside from the heavy proportion of expense, 
the interest. of people in a.grass roots venture, it 
is one thing that they require a greater spread; aiso, 
that when you get into trading markets, as Ivosay, 
my understanding is that the people engaged in the 
business have always said, "We have to have freedom 
of movement," and that is the interest from the 
development in mining properties or in oil reservation 
becomes we and the speculating public commences 
buying; the broker-dealers have always maintained, 
to my understanding, that they be required to have 
that rather than a special peace offering at, say, 
2) per cent, no matter what you call it, principal, 
profit oe commission, or anthing; it is always 
Said that we need what is looked upon as a wide spread 
so that the market can. move, around.and trade within 


that range. That is as I have heard them discuss it 
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over the years. That seems to be the reason, as 
far as taking a specific rule of thumb which the 
Board applies. Generally speaking, if a company is 
receiving 10 cents for underwriter option stock; 
the Board will say, "We will grant you a price or 
impose a price of 30 cents," as has been indicated. 

The broker-dealer may start offering that 
stock at 20 cents less, but when the 10-cent stock 
has been paid for, the company has been paid, the 
Association has a letter from an officer of the company 
stating that the company has received payment in full 
for all 10-cent stock, and if the next stock under 
option was 15 cents, the Board then would increase 
the maximum offer to 45-cents. 

COMMISSIONER BROWN: If at this stage the 
underwriter still had some stock which he had paid 
the money for at 10 cents, and which he had not 
yet sold, he can now seli that at 45 cents? 

MR. GEMMELL: Yes. The Board, as I Say > 
over the years in my experience has said, "We are 
not prepared to go so far as a man engaged in this 
business" -- if someone wants to take a gamble and 
he has paid for the stock, and if he wants to sit 
on it and take the gamble that in two or three months 
there will not be some international incident -- 
or national, as far as that goes -- someone unforeseen 
circumstances develop which would depress or make 
it impossible for him to sell his holdings, the 
Board have always said that they do not insist that 


he satisfy them that he has sold all the stock which 
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he paid 10 cents for. They never have been prepared, 

as far as the Association is concerned, to insist 

on that. They say that that is the underwriter 

and the optionee's gamble. If he can sell it now 
and.doesn't, hoping as the scale goes up and he continues 
to keep it, that eventually he will sell it at a higher 
price, they have said, "Well, that is his business." 

COMMISSIONER BROWN: Now, in this first 
section. where he is acting as a principal on behalf 
ef a client, what is the division of profit going 
to be. between the breker and this hidden client? 

MR. GEMMELL: My understanding is in siete 
instance the party to the contract, the broker-dealer 
who is the underwriter optionee, he pays the underwritin 
costs and possibly charges his owner -- it doesn't 
amount to much more than a service fee. 

MR, MOYSEY: If it were done on the stock 
exchange we would charge just the same amount. 

COMMISSIONER BROWN: We are talking about 
before it gets to the stock exchange. 

MR. MOYSEY: That is why I turned to 
Mr. Gemmell, because I don't do this. 

MR. LATIMER: I believe that it is a one 
cent markup. 

COMMISSIONER BROWN: You describe that 
further down in Section D. 

MR. MOYSEY: It would be a commission. 

MR. GEE: It is virtually the same practice 
in the unlisted market as is carried on on the 


stock exchange. It is usually just a commission rate 
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1 established for mining securities on the Toronto 
2 Stock Exchange. They use the same rate. 
3 ba, COMMISSIONER BROWN: In other words, when 


4 he is underwriting as a principal on behalf of a client 


5 there is not a subsequent distribution? 
6 MR, GEMMELL: Presumably, yes. 
7 MR. LATIMER: The client gets the gravy; 


8 if there is any gravy; he is acting solely for his 


9 éommission: 

10 MR, GEMMELL: In that event the owner, 

11 or thé person with the appropriate interest in the stock, 
12 may very well turn around to the registered broker, 

13 who ‘was ‘the ‘underwriter and optionee on the record, 


14 and say, "If there are any bids appearing for this 

15 stock on the unlisted market, sell it for me," and 

16 the broker, I am sure, would charge a commission 

17 for selling. 

18 WR. MOYSEY: In item A here, am I not 

19 correct in stating that the broker-dealer is acting 
20 solely for his commission as it is outlined in this 
21/ prief? Is that not so? 

22 MR. GEMMEIL: Yes. All he is doing is 

23 taking the stock down from the company in accordance 
24 with the contract. 

25 COMMISSIONER BROWN: In other words, I take 
26 it there is no public distribution involved? 

27 | MR, GEMMELL: Not necessarily; his function 
28 there is to-pay the money and receive the steck which 
29 heiwill, according to his principal's directions, 


30 do what he likes with it. In fact, hecandeliver it 
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to the principal,» but I can imagine the principal 
might then say, "If there are any bids coming in on 
this stock, sell .it within such and such a range," 
in which event -- I imagine he would charge him 
the. ordinary, commission as acting as his agent for 
selling. 

MR. MOYSEYs:..I, think what we are getting 
at, is the broker-dealer in this case to be the one 
who puts the effort into the distribution of this 
stock, and I would say in Item A, no. That in Item 
A he is working for his commission and it is his 
client who is going to put the effort into trying 
to distribute the stock. 

COMMISSIONER BROWN; In other words, Item A 
has two separate and distinct concepts. One is to 
act as a principal underwriting on his own behal?r, 
in which case he has all his own profits, and the 
other one would be where he is auigaeumntuie: le behaif 
of a client and there is no public distribution, and 
these are separate? 

MR. MOYSEY: If there is no public 
distribution he is acting solely as the agent for 
the client and the client will be stirring up the 
excitement, not him. 

COMMISSIONER BROWN: And then we get to the 
one where he is acting for somebody else in doing 
the underwriting and getting paid a commission. 

“MR, MOYSEY: He is trying to distribute 
this. 


MR, GEMMELL: He is taking the active part 
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1 in marketing the stock, for which the underwriter- 


2 optionee is going to be compensated, Any net profit 


3 from the operation is the underwriter-optionee's. 
4 COMMISSIONER BROWN: In either of these 
5 cases are there instances where the proker-dealer 


6 is, in fact, acting on his own behalf or is he involved, 


7 iflit is a private company that is really the under~ 


8 writer-optionee, is he ever involved as having 
9 an interest in that part of it as well? 
10 MR. MOYSEY: Yes, there are such cases$ 


11 it could be. 
12 MR; GEEs 1 think, Mr. Commissioner, there 
13 is a certain amount. of confusion arises, and I think 


14 it perhaps is due:.to perhaps an overly legalistic 


15 approach here; There is no significant difference 

16 really between --.as far as the customer is concerned 
17 or as far as the pubiie is concerned -- between a 

18 proker-dealer acting as a principal on his client's 

19 behalf and a broker-dealer acting as an agent for 

20 an underwriter. 

21 As I see it, this is a fairly régaitstte 

22 interpretation. In the first case, as Mr. Gemmeil 

23 explained, the broker-dealer is named in the prospectus 
24 as the underwriter-optienee and it subsequently 

25 indicates that he is acting on behalf of some 

26 other person or company. In the second case the 

27 broker-dealer may not even be mentioned in the 

28 prospectus, but there is some private company or 

29 a single person, an individual, who is the underwriter- 


30 optionee, and it usually has some wording in the 
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prospectus to the effect that since the underwriter- 
optionee is not a registered security dealer, ne wiil 
distribute the securities to the medium of a registered 
security dealer and he sets out a sale plan of some 
kind. 

That, I think, is probably a very legalistic 
separation; and it has led, I think, to the confuston 
between these two, but in any of the cases the 
proker-dealer may be receiving simply the underwriting 
commission or approaching the public directly. 

COMMISSIONER BROWN: In those cases where 
the underwriter-optionee is a non-registered person 
and is operating through a broker-dealer, do I gather 
that this is because he is the one that is stirring 
up the interest? 

MR, MOYSEY:° If he is a broker-deaier 
he will only get a commission, but if the proker-dealer 
4g entitled to do that, he will get the 25 per cent 
and the 15 per cent of his sales expense. 

COMMISSIONER BROWN: Is there a loophole 
in all regulations here if yahave a non-registrant 
who is, in fact, selling the stock? 

MR. GEMMELL; It would be in violation 
of the Ontario Act if he wasn't registered and actively 
engaged in the marketing and trading of securities 
and under the definition of trading. 

COMMISSIONER BROWN: I don't know if f 
follow this business of the non-registrant stirring 


up the interest. 
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MR. GEMMELL: 
I think he is responsible whatever resource he has 
used. He can go to another broker-dealer and say: 
now, I have the stock which Gemmell and company 
underwrote under an underwritten option. 
i have paid the ordinary commission. I have the stock 
now and I want to market it but there is no particular 
interest, but I would like broker-dealer "B" to use 
his marketing facilities, for which I will pay. 

COMMISSIONER BROWN: Are there any instances 
where in fact the non-registrant is stirring up 
interest, making phone. calls etc.? 

MR. MOYSEYs Not in Eee epel L think 
it. is. in. the nature of the business that the under- 
writer is, let us say, an officer of the company. 

He might even be the president of the company. Lt 

is almost impossible for him to not be interested 

and not list. it with his own company. JI am sure he 
has friends that he will tell about it if he is 
interested in it and, undoubtedly, they will buy 

the stock. If he buys it through a registered dealer 
the registered dealer is going to get a commission. 

COMMLSSIONER BROWN: And the president of 
the company is making the profit? 

MR. MOYSEY: If he happens to be the 
underwriter he is going to make the profit, yes. 

MR.. GEMMELL: Yes, but actually when you 
get into the mechanics of the confirmation and that 
sort of thing it becomes apparent. 

COMMISSLONER BROWN: He does not go into 


that detail, but it is in fact his stock and it is 
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being sold through a broker-dealer to members of the 


public at his encouragement, and he is making a 


profit? 


MR. GEMMELL: He cannot go too far in 
this encouragement. He cannot go rapping at the doors 
of strangers. He might says I believe I have the 
greatest potential mine in the country, and if his 


friends believe him and go to their brokers and buy 


the stock he will benefit. 


MR. MOYSEY: He may be an individual well 
known in the mining and financial business and it 
might be sufficient for the public to hear that he 
has become interestec in some particular mine. 

COMMISSIONER BROWN: Does the public know 
that it is his stock they are buying? 

MR. MOYSEY: I do not think you ean itemize 
stock any more than you go to the bank and say; 

I want that dollar I gave you three months ago. 


COMMISSIONER BROWN: Yes, but is there a 


_ prospectus? 


MR. MOYSEY: Oh; yes. 

COMMISSIONER BROWN: Is there a prospectus 
issued upon the confirmation? 

MR, GEE: In any case the public gets a 
copy of the prospectus not later than the date of 
the confirmation, and the public would then be aware 
of this. 

COMMISSIONER BROWN: In the third one here 
you have the broker-dealer acting as an agent for 


the company treasury receiving an optionee commission. 
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What is the scale of the commission here, is this 
25 per cent? | 

MR. GEMMELL: It would probably be the same. 
There is no underwriter-optionee between the company 
director and the broker-dealer, They will say, the 
financing plan and prospectus permits us to sell 
through one or several broker-dealers. If you would 
like to endeavour to market our stock we will pay 
you the commission. 1 think it is about the same, 


25 plus 15. 


«Db 


COMMISSIONER BROWN: There is one sentence 
here I would like clarified. You says 
"The Directors in setting a selling 
price cannot ignore the price-spread 
policies of the Association (which is dealt 
with in detail elsewhere in this brief) 

nor can the net amount recievable by the 

treasury after deduction of commissions 

and selling expenses be less than-10 cents." 
There is the implication here that somebody is making 
a profit in between the price to the treasury and 
the price after the commission spread. 

MR. GEMMELL: I think what is intended is 
that the Board's consideration in setting the ceiling 
is directed to. the broker-dealers, and he shall 
not. be in excess of the ceiling, but if a mining 
company goes to any number of. associations, it 
cannot just say it wants to sell thisstock to the 
public at a dollar, because in the course of the 


distribution of this stock the broker-dealer wouid 
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be engaged in primary distribution and, in accordance 


“with the regulations under the Act, the Board must 


set the maximum offered price. I think that is 
what it means. The Board of Directors cannot 
arbitrarily say to the broker-dealer: sell this 
stock at $1.50 and we will pay you 25 per cent plus 
15. The brokder-dealer would be obliged to says 
Well, first refist obtain the price spread from the 
Broker-Dealers' Association, and under those circumstance: 
the Board might say: We will be prepared to put a 
maximum of 39 cents on it for the time being, but 
not a dollar and a half; in which event the Board 
of Directors: of the mining company might try for 
a dollar and-a half but they would not be given 
that. They would not do it through the broker-dealer 
in any event. 

COMMISSIONER BROWN: Supposing they set 
a price of 30 cents on it? 

MR. GEMMELL: Yes. 

COMMISSIONER BROWN: Less 40 per cent 
commission, and that brings it down to 18 certs. 
Is the whole of that 18 cents put into the treasury? 

MR, GEMMELL: In these circumstances, 
yes. 

COMMISSIONER BROWN: The implication here 
was otherwise. 

MR. GEMMELL: That refers to the 10 
cents. 
COMMISSIONER BROWN: No, that refers 


to the price spread: 
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MR. GEMMELL: No, it does not mean that. 
2 MR. GEE: The words "price spread" in this 
3 particular case might be a little inaccurate, We 


4 refer to it as the price spread colloquially but 


5 in fact it is the maximum offering price. 

? COMMISSIONER BROWN: Yes, All I wasintereste 
i in was making sure there was not somebody else getting 
é a profit between the net cost to the broker-dealer 

and the amount that goes into the treasury. 

- | In the fourth one you say that the broker- 
‘i dealer acts as a principal purchasing the shares 

from the eapeayerteepecey ates a& a one cent advance 

we on the original underwriting or option price. It is 
a there that he is involved in this price spread, is 

IS} ate 

” MR, GEMMELL: This is the case, Mr. 

17 Commissioner, where broker-dealer “A" approaches 

18 the underwriter-optionee, conceivably, and says: 

19 I won't work’for you as an agent, but if it is of 


20 interest to you, and if you are paying 10 cents 


21 I will purchase shares from you at 11 cents. It 

ne is my own property then and I will endeavour to 

EP market it. The significance of the one cent, I 

sig believe, results from a policy of the Securities 

ee Commission and represents the limit which the non- 
- registered underwriter-optionee may charge. If the 
ad underwriter-optionee is a registered broker-dealer 
as and he approaches another broker-dealer and says: 

sd If you want to endeavour to distribute this security 
30 


for’me, you may, the compensation can be anything. 
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I believe that one cent results from a policy of 

the Ontario Securities Commission where the underwriter] 
optionee is not registered. The Securities Commission 
will not allow you to profit to a greater extent 

than one cent a share if the non-registered. underwriter- 
optionee re-sells to a registered broker-dealer. 

COMMISSIONER BROWN: But if the registered 
broker-dealer is acting on commission the one cent 
limit does not apply? 

MR. GEMMELL: No, the unregistered principal 
underwriter-optionee cam say; I will.pay the 25 per 
cent plus 15. That is my understanding... However, 
in: the case of two broker-dealer registrants where. 
one is the underwriter, to my knowledge the only 
reason he cannot say to another registered dealers: 

I am going to charge you 10 cents -- conceivably 

he has paid 15 cents for the steck, and he can make 
more -- is to discourage unregistered people getting 
into the stream. 

COMMISSIONER BROWN: Of these four methods 
which is the most common? 

MR. GEEs  Ithink thatprobably the second 
is the most common. The third in quite recent 
years; the last two or three, has become quite 
common. I think it would be fair to say that the 
most common is the broker-dealer acting as the agent 
for the underwriter-optionee on the 25 per cent 
plus 15 per cent basis. There is a small but 
Significant group who act solely as principals but 


never act as agents. 
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The. last one is certainly by far the least 
common, I think it would be fair to say. 

THE CHAIRMAN: We will adjourn for 15 
minutes. 
~-- Recess 

THE CHAIRMAN: We will now proceed, 

COMMISSIONER BROWN: You explained that 
the distributor, where he ppedee on the Board of 
the company is in uae controlling the company. 
This must surely frequently place him in the position 
@ having to make some difficult decision with 
respect to his own interest and the interest of the 
public with which he is dealing. 

What would the effect be. on the industry 
if the underwriter was forced to deal only at arm's 
length with the company? Would this finish the 
industry, or could it ee that basis? 

MR. MOYSEYs: We are now in the okie of 
conjecture, are we not? 

COMMISSIONER BROWN: Yes. 

MR. MOYSEY: I think it is fair to ‘say 
that in a good many cases the underwriter, or whoever 
it is that is trying to finance the company, has a 
portion of the vendor stocks which might give him 
‘control, or working control That is his dream. 
‘He is probably not going to make a great deal of 
money, surprisingly ‘nenthe: Certainly in these present 
days he.is not going to make a great deal of money 
out of financing the company, but his dream is that 


the company will be sufficiently successful that he 
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will get some of his stock released, and that is 
where he hopes to make his profit. 

My guess would be that if he were not 
permitted to have a substantial interest in the 
Stock, and in that way you took his dream away from 
him, it would put a very serious crimp in the financing 
of this type of endeavour. 

THE CHAIRMAN: How does he come to control 
the company? He would have to have a majority of 
the ghee e otn 

MR. MOYSEY: Well, let us say of the 
outstanding shares, but not the authorized issued 
shares. 

THE CHAIRMAN: It would have to be the 
outstanding shares which at the outset would be 
the vendor's shares? 

MR. MOYSEY; Yes, he wants to get a 
fair portion of the vendor's shares. 

THE CHAIRMAN: He would want enough of 
those shares to give him control of the company? 

MR. MOYSEY: Well, he and the vendors 
between them I would say would control the company. 
He might not necessarily control it all by himself, 
but the vendors are not going to interfere with him 
very much as long as he is the one who is attempting 
to finance the company. They will all benefit from 
that so that he is not.going to run into any effective 
opposition as long as he is doing a good job. 

THE CHAIRMAN: Of course it varies a great 


deal, I suppose, in each case, but the vendor's stock 
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is the stock given to the owners of the properties; 
the people that acquire the properties. Does the 
principal of that finance interest pay the vendors 
something for that proportion of that stock? 
What is the usual transaction? 

MR. MOYSEY: He certainly is not going 
to pay the market price. He would buy it at a very 
substantial discount or he would receive an option 
from the vendor to buy it at a very substantial 
discount, one or the other, which gives him control. 

Another thing to keep in mind is that 
in this type of financing the public does not 
register the stock in their own names, so that the 
stock that is purchased by the public does not really 
affect the control of the company because the company 
is paying no dividend and there is no particular 
reason for the ultimate purchaser to register the 
stock in his own name. Therefore this does not 
affect the voting control of the company at all. 

THE CHAIRMAN: Well, in whose name would it 
be registered? | 

MR. MOYSEY: It would be in the issuing 
broker's name or the name of the underwriter-optionee. 
It might well be in the underwriter's name. 

THE CHAIRMAN: So the finance interests 
have effective control of the company? 

MR. MOYSEY: ‘hat is correct, sir. 

MR. GEE; I might add in respect of paragraph 
15 that it is virtually almost true to say that the 


underwriter-optionee in fact controls the company. 
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In this particular paragraph we are talking about 
the broker-dealer who is acting as the principal 
and is, therefore, the underwriter-optionee. In 
the case where the broker-dealer is acting strictly 
as an agent on this 25 per cent and 15 per cent basis, 
he probably does not control the company. 

MR. MOYSEY: The broker-dealer does not, 
but the underwriter does. 

MR. GEE: The underwriter obtains control. 

COMMISSIONER BROWN: At page 26, paragraph 
86 you list the amount that was raised for companies 
over the past 11 years at $161 million odd. I am 
asking you for a guess, but have you any idea how 
much of that $161 million would actually have been 
spent on exploration? 

MR. MOYSEY: Mr. Gee is the one who 
prepared these figures. 

MR. GEE: Well, I would not like to guess. 
I think that both Mr. Latimer and Mr. Moysey are 
more familiar with the proportion of exploration 
cost to adminiatrative cost than I am. These figures 
represent the sitet that went into the treasury 
of the mining company. However, as far as the 
normal proportion is concerned, what would you say 
the proportion of administrative to exploration 
cost is? 

MR, LATIMER: Your question is, how much 
money was actually raised to put that amount of 
money in the treasury? 


COMMISSIONER BROWN: No, I am: asking how 
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much of this money went into the treasury and actually 
got spent on the ground. 
MR. LATIMER: Oh, of the money that 
went into the treasury , how much was actually spent 
on the ground? 
MR. GEE: Some would represent 
administrative costs. 
MR.. LATIMER: I would say 75 per cent. 
I do not know whether Mr. Moysey would agree with 
me or not. 
MR. MOYSEY: I was going to suggest 
somewhere between 65 per cent and 80 per cent. At 
this stage of the game there is very little administrative 
costs. They do not have big offices or staffs. 
COMMISSIONER BROWN: The control is 
such now that the money that actually goes into the 
company treasury is actually spent.on exploration? 
7 MR. MOYSEY: There is nowhere else | 
for it to zo. 
MR. LATIMER: The people that are 
endeavouring to raise the money are naturally most 
emphatic in regard to getting that money spent on 
the property. They cannot expect to win a great 
deal unless the money is spent on the property and 
there is a possible chance of something materializing 
from the diamond drilling programme or whatever 
programme is being carried out. You can rest 
assured that there are plenty of watch-dogs in 
regard to the corporate funds which we are looking 


at here, and which I believe is considered quite 
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sacred. 

COMMISSIONER BROWN: Well, sometimes 
the money is spent on acquiring more property, is it 
not? 

MR. MOYSEY: Well, the Securities 
Commission has a few kind words to say if they get 
into that type of thing. 

COMMISSIONER BROWN: Well, could you 
give us another guess as to what this actually 
costs the public? 

MR. GEE: As I said before when we 
were discussing this question, we have no way of 
knowing at:.what price itwas sold by the underwriter- 
optionee, but we have guessed in paragraph 82 that it 
Lis approximately one and one-quarter or one and one-half 


times the option prices, 
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So I think it probably would be fair to say that 
one and a quarter to one and a half times this amount 
is actually received from the public. 

MR. LATIMERA: It is a very hard question 
to answer by virtue of the fact that costs from 
1951 to 196lvhave varied so greatly. You would have 
to go about it in a more technical manner Pe 
have at our fingertips. — 

MR..MOYSEY: That is as close a guess 
as you can make; one and a quarter to one and a half 
times, which is your cost of raising that money. 

COMMISSIONER BROWN: Say it costs the same 
amount. 

MR. MOYSEY: All right, it costs 160 million 

{> raise 160 million: a total of 320 million. I must 

add, I think, on the retort that this is not Like 
selling government bonds or high-grade securities. 
The cost is just not comparable. 

COMMISSIONER BROWN: On the other hand, 
all we are interested in is the economic allocation 
of resources in Canada and how much it costs to get 
money out dhe bank account into the bond. 

MR. MOYSEY:.That is right. 

COMMISSIONER BROWN; When you compile 
all these figures you are dealing with companies: 
how many of these companies actually got as far 
as production? 

MR. GEE: Well, I could not even guess. 
IT have material on the number of companies involved 


in this $161 million. 
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1 COMMISSIONER BROWN: Perhaps you could 

2 produce that for our staff. 

3 MR. GEE: Yes, we could do that, but this 

4 relates only to unlisted securities, and a great 

5 many of these have become listed and many, particularly 
6 from the earlier period, have been reorganized at 


7 least once or twice, and what ultimately happened to 


8 them would be quite a job to trace down -- how many 
9 became producers. 
10 COMMISSIONER BROWN: It would be interesting 


11 to know what would be the present value of all these 
12| shares sold. A lot would be worthless, but some 
13} would be worth quite a bit now -- just to see what 
14 would be the value today of what the public paid 


15 320 million for. 


16 MR. MOYSEY: I can think of Consolidated 
17 Denison. 
18 MR. GEE: It is not in this figure because 


19 Consolidated Denison, while it was financed through 
20 broker-dealers, was listed at the time. 
21 | MR, MOYSEY: Well, that is too bad, because 


22 LT think it is worth about 320 million alone. 


23 MR. GEE: That is similarly the case 
24 with a great deal of the uranium stocks and copper 
25 stocks which have subsequently become producers. 


26 They were always listed even though they may have 
ya | only been selling in the very low pennies when the 
28 broker-dealer was financing them: Milliken Lake 

29 is the same, and Rio Algom and Quebec Chibougamau. 


30 COMMISSIONER BROWN: and only a limited amount 
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eame into this picture? 

MR. GEE: Yes, or none at ail. 

COMMISSIONER BROWN: But it would give 
us some idea of what this all resulted in, and I 
think that is what we are interested in. 

MR. MOYSEY: Unfortunately, we are at the 
start of the line, md the end product may be years 
later and several re-organizations later, or listed 
on various stock exchanges, and it would be very 
difficult to give you a comprehensive figure. 
However,.1l.am. sure. Mr.. Gee will give you an indication 
for.your, staff. 

| THE CHAIRMAN: Great importance should 
be ebkethed to the stocks that have iientiaks listed 
Since, because those are the ones --- 

MR, GEE: Yes, first of all those statistics 
are not available to us, and it was felt probably 
those figures are covered in the briefs from the 
various exchanges. 

THE CHAIRMAN: I understand they are 
available to us, because if these all remain unlisted 
it may be this is the portion of the business that 
has not done quite so well, whereas the other portions 
of the business may show where the great increment 
is. 

MR. GEE: There is a fair amount of 
financing on exchanges dones by members of the 


Broker-Dealers! Association that are not members 


of the exchange itself. They may take part in the 


primary distribution of a security listed on the 
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exchange, but it would not show in this figure. 
Similarly, members of the exchange who are also members 
of the Broker-Dealers! Association do a great deal 
of primary distributions through the facilities 

of the exchange. I think it would be fair to say, 

if you were to count up all of the efforts of both 
members of the exchange and non-members who are 
members of the Broker-Dealers! Association, they 
would, between them, account for ali of the financing 
of mining companies in the past ten years. Very 
little is done by people outside the Broker-Dealers' 
Association. 

COMMISSIONER BROWN: You say that one of 
the basic problems of not distributing breasury shares 
of a listed mining and oil company through the 
stock exchange is that all the shares both listed 
and unlisted have already been issued. You say it 
is difficult to do it outside the stock exchange, 
but this does Ast get down to the basic question 
of why they are all listed. This is not done with 
the industrial companies. They only list those 
that are issued. 

MR. MOYSEY: I think, to answer that, if 
you look back through the hearing with the stock 
exchange that Mr. ‘Somerville answered that quelesén, 
and it is a technical one, but basically it is this: 
that industrial companies finance one type of security 
and they finance with that type of security once 
and once only. If they finance again they will 


finance with a different type -~ a first preferred, or 
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second preferred. The obvious exception to that 

is Bell Telephone: Bell Telephone gets financing 

with its issuance of further common stock. In issuing 
rights on common stock, that is one way of doing 

it which has proved not very satisfactory in speculative 
mining securities, and it is about the only way to 
finance further common stock once common stock 

has been issued. If you do it off the board , which 
is what is done with industrial companies -- if 

an industrial company brings out another issue, it 

is off the board and it is listed. But, it is a 
different type of issue. To do it with a mining 
company, let us say the XYZ mining company has stock 
listed on the stock exchange and trading on the floor 
of the exchange -- it is fluctuating: then, if you 
say, "We will only list the stock that is issued”, 

all new financing of thatcanpany has to be done off 
the exchange and would have to be done under prospectus 
with the Securities Commission, and presumably at 

a’ fixed price, and here you have a fixed price 

on a security off the exchange, and it is the same 
security, the same common stock, that is trading 

and fluctuating on the exchange. Rightly or wrongly; 
most exchanges, in Canada at least, feel this is 

not practical and. not in the public interest. Most 
Securities Commissions feel this way too. So, 

they have permitted the exemption that primary 
distribution may take place on the exchange, and 

it is for that reason that all the authorized capital 


stock of a mining company is listed even though it 
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may not all be issued. 

I will go a little further: in that way 
the exchange has control over all the further issuance 
of treasury stock for that particular company because 
it is listed with the exchange, and so it cannot 
be sold or issued without exchange permission and 
control, and it is, of course, in the issuance of 
that stock that the exchange takes over basically 
the functions of the Securities Commission in the 
control of that type of primary distribution. 

COMMISSIONER BROWN: I know this is the 
attitude of the stock exchange. 

MR. MOYSEY: That is correct, sir. 
COMMISSIONER. BROWN: And the attitude 
of a number of the Securities Commissions. 

MR. MOYSEY: Right. 

COMMISSIONER BROWN: But it seems to me 
there is the disadvantage of doing it through the 
stock exchange in that the investor does not know 


what the issued capital is of a company in which 


# 


° 


Ne 


he is investing and he does not know thatabe is 
buying stock on a primary distribution. How are 
they going to tell this? ae is a problem we 
discussed with the Toronto Stock Exchange, and I 
want to know if anybody has done any thinking about 
how we are going to solve this problem of letting 
the public know they are, in fact, buying new stock 
on primary distribution. | 

MR..MOYSEY: Well, we went through this 


before, and I will say again that the stock exchange 
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notifies the press, it notifies all members of the 
exchange, it notifies any members of the public who 
wish to place a request with the stock exchange 

for bulletins, of all primary distribution of new 
capital issue on the exchange. All any member of 

the public has to do is to ask and they will receive 
that information. Any member of the public who is 
buying the stock listed on the exchange will do it 
through a member of the exchange, and all members 

of the exchange receive filing statements and 

stock exchange bulletins which are available to their 
clients. That is as far as any exchange has gone 
that I know of in this direction. There has been 

no way found that I know of of running around on the 
floor of the exchange with the prospectus and handing 
it to the client with the floor ticket. It. does not 
work that way. Like every method of ee en there 
are advantages and disadvantages. This. is a criticism 
levelled at the exchanges and all I am trying to 
outline is what an exchange has done to meet that 
criticism: that the information is available to 
anyone interested. 

COMMISSIONER BROWN: Has the possibility 
been discussed of having a little statement that goes 
out with every contract concerning a security that 
is under primary distribution’... 

MR. GEMMELL: Not to overcome that objection. 
The suggestion has been made. 

COMMISSIONER BROWN: Just let me finish 


what. I was saying. ... warning the recipient of the 
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contract that this is a security which is under 
primary distribution, and if he wishes further 
information it is available? Has this been discussed 
or tried? 
MR. MOYSEY: Let me put it this way: 
I believe -- and I am subject to correction on this ~- 
in the exchange quote sheet which goes out every 
day listing all the trades on the floor that there 
is an asterisk appears over any security which is 
in primary distribution, which is the type of thing 
you are talking about. Now, as to requiring members 
to put this on confirmations to their clients, no; 
I have not saa of that as yet. | 
Mr. Gemmell has asked me to add -- and I 
believe Mr. Brown and I were discussing really an 
exchange matter -- but Mr. Gemmell wants to make sure 
it gets onthe record that as far as off the exchange 
is concerned where non-member broker-dealers are 
concerned and not dealing in securities listed on 
tee exchange, of course, the public does receive 
the prospectus; -the client does receive a prospectus. 
MR. GEMMELL: Not only that, but the Broker- 
Dealers' Association in discussing this matter has 
indicated in this brief, without suggesting any 
technically mechanical way of achieving it, that 
where primary distribution is taking place on an 
exchange that a synopsis of the filing statement 
could be delivered to the ultimate purchaser with 
his confirmation. The Broker-Dealers! Association, 


aside from the stock exchange, has felt some mechanics 
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along that line could be achieved which would possibly 
eure the situation. 

COMMISSIONER BROWN: I think we have to 
be a little careful here: we are dealing with the 
Broker-Dealers! Association and not the stock 
exchange. 

MR. MOYSEY: I am wearing two hats here, 

COMMISSIONER BROWN: Yes, and I do not 
want to place you in the embarrassing position of 
purporting to speak for the stock exchange. 

MR. GEE: That particular matter we have 

_ mentioned in paragraph 37 where we have noted that 
dsadvantage and have made the suggestion, without 
purporting to go into the technicalities of. how 
it can be accomplished, that such a thing might cure 
that particular criticism. 

THE CHAIRMAN: there is one thing I wanted 
to clarify a bit: when a mining company is formed 
with the intention of distributing its shares, first 
of all.there has to be a property of some kind 

that it intends to acquire -- a mining property. Take 
the case of a typical mining property of a mining 
company: at the time the company is formed a 
considerable amount of work has been done on the 

| mining property by way of exploration, and one thing 
and another. Generally, in these cases do the 
mining claims have to reach the stage of having 
been patented before the company is formed to acquire 
them? 


MR. LATIMER: I believe I am right in saying 
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they have to reach a stage of development whereby 
an engineer's report can be acquired that will be 
satisfactory to the Ontario Securities Commission 
before the granting of permission to sell shares. 

MR, GEMMELL: The Commission require an 
engineer's report. 

MR. LATIMER: I don't believe an engineer 
eould give a report by just taking a look over some 
ground unless there had been some outcroppings or 
trenchings which would give him some reason to write 
a report. 

THE CHAIRMAN: There would have to be a 
sufficient showing of some kind or another to justify 
public distribution of shares. 

MR, MOYSEY: I might say, if there has 
been a Significant discovery made in the area, it 
is conceivable this property might lie within a 
reasonable distance of some geological theory which 
would. indicate that ore bearing rock went through 
this property, and it is conceivable this would be 
done on location alone. 

THE CHAIRMAN: “hen, the people who acquire 
the mining claims are generally the prospectors or 
the original developers, are they not? 

MR. GEMMELL: Yes. | 

THE CHAIRMAN: Something has been done -- 
work has been done and money has been spent by 
somebody to bring it to the point where it is 
a sufficiently practical property to justify public 


distribution; is that a fair way of putting it? 
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MR. GEMMELL: Yes. 

MR. MOYSEY: Agedn, I would take the 
exception that maybe there has been no work done on 
the property, but there has been considerable work 
done on an adjoining property. 

THE CHAIRMAN: Yes. 
MR. MOYSEY: So, it is the value of the 


location. 
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THE CHAIRMAN: Then, all that would be 
necessary is that the mining claims be staked? 

MR. LATIMER: Correct, sir. | 

THE CHAIRMAN: And, in some cases, that 
would be permissive? 

MR. LATIMER: If they can get an engineer 
to give a report to the effect that in his humble 
opinion the geology runs in such a direction that it 
would make the company's claim sufficient to allow 
stock to be sold to the public on that alone. 

THE CHAIRMAN: As I understand it, in 
respect to an incorporated company of $3 million of 
authorized capital, about one-third of the capital 
has been issued to the vendors. Is that still the 
case? 

MR; GEEs It is one-quarter. In a three 
million share company, the vendor interest, based 
on a sliding scale, is not to, exceed.25 per cent; 
in other words, 750,000 shares, and not more than 
10 per cent of the vendor's share interest is to be 
free from escrow. 

THE CHAIRMAN: I understand this is all 
covered in the appendix? 

MR. GEE: Yes, I believe this is covered 
in the appendix to our brief. | 

THE CHAIRMAN: Then I do not need to 
pursue this further. I just wanted to get exactly 
what information was required. 

MR. GEE: It is simply a matter that 


before a prospectus can be accepted for filing, an 
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engineer's report must be submitted and the engineer 
must make recommendations concerning the property 

and some estimate of the costs of carrying out his 
recommendations; but beyond that there need not 
necessarily be any work done. Money has been spent. 
First of all, money has been spent in acquiring 

the claims, either by the prospector or by a erub-staker 
of some kind. 

COMMISSIONER MACKINTOSH: I was interested 


in your recommendation that there should be national 


' securities legislation. I infer from your brief 


that the principal reasen for advocating this is certainly 
one of administration, to have uniformity in administrative 
procedure. Could you tell me some of the handicaps 
that the present legislation imposes? I gather 
there has been a movement towards uniformity in 
the provincial statutes. 

MR. GEE: I shall mention one, and perhaps 
some others here can mention additional ones. The 
excessive time that elapses to get a prospectus 
completed seems twine one item in that regard. There 
are a great many others. 

MR, GEE: It is the position of the Broker- 
Dealers! Association of Ontario... that while there 
certainly is evidence of uniformity in various 
provincial statutes -- their wording is similar and 
in many cases identical -- there is no uniformity 
in fact and in practice. So far as we are concerned 
there never will be uniformity of regulation because 


the statutes themselves account for only about one-tenth 
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of the law involved, and the other nine-tenths 


involve policy decisions, and these vary to a tremendous 

degree from coast to coast among the various provinces. 
It is as simple as that.. We do not feel 

there ever will be uniformity, regardless of whether 

every statute is identical, pebaeee of the discretion 


allowed or provided for in all these statutes to the 


Securities Commission to exercise their discretion 
in any way they see fit. This is so broad, and their 


views are so divergent, that uniformity in fact is 


impossible. 

COMMISSIONER MACKINTOSH: There is no 
tendency for one province to accept the verdict or 
rtertun of another province? 

MR. GEE: ‘There certainly would not seem 
to be. This may be so in respect to bonds. I believe 
to a very large degree that issues of bonds and 
that sort of thing can be cleared through various 
securities commissions quite easily and virtually 
sinultaneously, but certainly with respect to the issuanpe 
of any common stock of oil and mining companies the 
various jurisdictions are quite divergent. 

Similarly, the policy variés tremendously 
with respect to the registration provisions in each 
statute, so far as the registered broker-dealers 
are concerned. As we have pointed out, the British 
Columbia Securities Commission has indicated to us 
that it simply will not register any more broker-= 
dealers, regardless of whether they eer with the 


statute or not. Alberta's position is very similar. 
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: COMMISSIONER MACKINTOSH: I take it also 
2 from your brief that you assume that the federal 
3 statute would require regional as against centralized 
4 administration. In other words, you would have 
5 offices in the different regions or different provinces? 
6 3 MR. GEE: We have not gone into exactly 
7 how a Federal Securities Commission should be 


8 administered, but it is probable that the acceptance 


9 of prospectuses for filing would be a central matter, 
10 but the regulation and investigation procedures would 
11 probably have to be carried out on a regional basis, 

12 very much like the Securities and Exchange Commission 


13 does in the United States. 

14 The prospectus provisions under the 

15 Securities Act (1933) are a central matter. You 

16 are always dealing with Washington; but a great deal 
17 of the registration of brokeredealers under the 

18 Securities and Exchange Act (1934) are carried out 


19 regionally. 


20 MR. MOYSEY: Mr. Commissioner, I think 
21|. I might add one comment here, that the Broker-Dealers' 
22 Association is in favour of a federal agency, one 


23 agency, but it is not in favour of the type of 
24 arrangement that they have in the United States where 
25 you have a federal agency and you also have all the 


26 State agencies. In other words, if this is merely 


27 superimposing another jurisdiction on the problems --- 
28 ; COMMISSIONER MACKINTOSH: Ten are bad 
29 enough but eleven would be worse? 


30| MR, MOYSEY: -+- then we are not in 
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i favour of it, sir. 

2 COMMISSIONER MACKINTOSH: Have you given 
3 any consideration to whether such a step could be 
4/ taken under the constitution? 

5 MR, GEE: We have not dealt with the 


| 
6  eonstitutional aspects of the thing at all, sir. 
We do realize that it may very well be impossible, 


8 constitutionally, but we have not gone into it at 
dO 
10 COMMISSIONER MACKINTOSH: You make another 


11 recommendation in paragraph 62, I think, that the 
12 restrictions on the dealer'sreonhect, with pbhe  pubaac 


13 should be eased. Presumably this legislation was 


14 introduced to restrain abuses. Do you think the 
15 abuses were imaginery or that the industry is now 
16 better organized and is able to control these abuses? 


17 What is the justification for the relaxation? 

18 MR. MOYSEY: Mr. Commissioner, I weave 
19 say paragraph 62 is aimed basically not at the 

20 original purpose of this legislation, with which 
24 we agree, but it is aimed at the jungle conditions 
ae pack in the 1940's and 1930's. They must never 

23 come back, those days when a stock man could pick 


24 up a telephone and call anybody, just open the phone 


25 and phone anybody he wanted. Those days must never 
26 come back, because it brought on a lot of problems 
27 that plagued the industry. In other words, the members 


28 of the public must indicate they are interested in 
29 speculative securities before they should be approached, 


30 but once they have filled out the request card to the 
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effect that they want to find out about company 
XYZ, then they have indicated they are interested 
in type of thing. The position of the Association 
is that then they should no longer have to have this 
deluge of mail before they can be approached on the 
ABC company.. In other words, once they have entered 
the fold they are in the fold, and once.they are 
a client they are clients. 

COMMISSIONER LEMAN: Well, maybe they 
have been cured. . 

MR. MOYSEY: Well, then, we have to fall 
back on the fact that we do feel the industry is 
more closely policed and controlled than it was in 
those days, and ir a person is receiving objectionable 
calls and is being pestered, then all he has to 
do is complain to the Broker-Dealers' Association, and 
I am sure he will not be pestered much longer. 

COMMISSIONER MACKINTOSH: Is he allowed 
to Sign a different «card. which indicates he isi\tnterested 
from time to time in being informed about investments 
or speculative opportunities? 

MR. MOYSEY: We boxe appeared before the 
Ontario Attorney-General at least two or three times 
during my era, attempting to get beie type of card 
made acceptable =- "I am interested in speculative 
securities". We are still attempting to get this 
adjustment made, but as yet we have not been 
successful. We feel it is reasonable. 

COMMISSIONER MACKINTOSH: A little further 


on you ask for a change in the present procedure in 
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1 respect to cancellation or suspension of registration. 


2 I take it the Securities Commissioner looks on this 


3 as a sort of injunction to prevent additional harm. 

4 from being done while a case is under consideration? 
5 MR. MOYSEY: In fairness I should state 

6 I was Chairman of the Brokerabéalers? Association 


7 for five years, and during that time the Chairman 


8 of the Securities Commission, Mr. Lennox, without 

9 Bede pee I believe once or twice there was 

10 an oversight -- before any cancellation or any 

11 suspension was made, would get in touch with me and 


12 let me know what he had in mind and would ask me 


13 if I could think of any particular reason why he 


14 should.not act in a certain way. To that degree 
15 there was liaison between the Commission and the 
16 Association. But what the Association feels now is 


17| ‘that the member himself should have a right to 
18 explain his behaviour and, if necessary, defend his 
19 pehaviour before the suspension takes place. It 


| 20 is just a further step in liaison that we feel should 


21 take place because, after all, as the Chairman of 
22 the Board, I could have advanced arguments in my 
23 members! favour, but the member himself was not given 


24 the opportunity to do so. As I. say, :the: tember, himself 


25 was not given the opportunity and he might have 
26 a great deal more information of the particular 
27 situation, in fact he is almost bound to have, than 


28 I would have. 
29 COMMISSIONER MACKINTOSH: How rapidly 


30 could this be done? 
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MR, GEE: How rapidly could a hearing --- 
COMMISSIONER MACKINTOSH: Is this a 
long delay or is this comparable to missile bases 
being built in Cuba? 
MR. GEE: There is no provision now for 
notice am a hearing. Presumably there would have 


to be a time lapse between the notice and the hearing, 


whether it is forty-eight hours or something that, 


but in the meantime there are provisions in the 
Ontario Securities Act for the Chairman of the 
Securities Commission to act to prevent the broker 
from distributing stock. He can suspend trading 

in stock during the period before the hearing, without 
suspending the broker. He can issue an order seizing 
the accounts of the broker. So, I mean, there are 
ample provisions. ‘There are others as well, but 
there are ample provisions in the Act for the 
securities Gounisaion 60 prevent any harm to the 
public during this period between the notice and 

the hearing. 

COMMISSIONER MACKINTOSH: You do not object 
to the hearings? 

MR. GEE: No. 

COMMISSIONER MACKINTOSH; It is just the 
actual suspension of the broker prior to him recéiving 
any notice? 

MR. GEE: Yes, prior to him receiving 
any notice, In many cases, as we point out, it has 
happened that the broker has no knowledge that the 


Commission is even investigating his behaviour until 
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the. Commission investigator walks into his office 
with an order suspending him. As Mr. Moysey has 
pointed out, while we will have known perhaps at least 
a day in advance, the broker himself may not know. 

COMMISSIONER LEMANs: Can you point to any 
actual cases of a suspesnion which later proved 
unjustified? 

MR. GEE: We are aware of cases. I would 
rather not use any names if it could be avoided. 
We ee of cases where we think this has been the 
fact, that it has subsequently been unjustified and 
a cancellation has been rescinded, but not without 
the lapse of considerable time. 

COMMISSLONER LEMAN: Without the suspended 
member having done something to remedy his position? 

MR, GEE: There is at least one particular 
ease where a cancellation was ordered by the Chairman 
of the Commission, acting within his power under 
Section 8, and the Commission subsequently finding 
out the facts on which the order had been based 
were incorrect, and the broker-dealers! license 
was rescinded. But there was a lapse of almost a 
year in the interim. As a matter of fact, it was 
more than a years it was about fourteen months. 

COMMISSIONER MACKINTOSH: I note you also 
recommend the narrative type of prospectus. Are 
there any difficulties with this? Why has the 
preference been for the other een 

MR. GEMMELL: No, I have never heard any 


strong advocates foi the existing practice, Mr. 
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Commissioner. I have never heard anyone explain 
why they thought the present type of prospectus used 
in Ontario is more desirable. I have heard many 
eriticisms of the narrative type but I do not feel 
they have any particular validity. One is looking 
to the ultimate reader of the prospectus, and that 
is the prospective investing public. 

COMMISSIONER MACKINTOSH: Would it be your 
view that the narrative type would provide plainer 
and fuller information to the prospective investor? 

MR, GEMMELL: Yes. 

COMMISSIONER MACKINTOSH: Has this ever 
been put up to the Securities Commission? 

MR. GEMMELL: Not to my mlawndagey sir. 

COMMISSIONER MACKINTOSH: What about the 
filing statements of the Toronto Stock Exchange? 

Are they adequate? | 

MR. MOYSEY: Here I go with my two hats 
again. I am Chairman of the Filing Committee of the 
Stock Exchange, so I have to answer that they are 
adequate. In all seriousness we do think they are 
adequate, yes, sir. 

COMMISSIONER MACKINTOSH: Is there any 
argument for requiring them in a narrative form? 

MR. MOYSEY: Well, the filing statement 
is like a mining prospectus. The filing statement 
keeps you up to date as to what is happening to a 
company that has already been listed on the exchange. 
I think what we are talking about here, to some 


degree, is whether the listing requirements of the 
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exchange should be something like the original 
prospectus of an unlisted company. I cannot get into 
that because I am not on the Listing Committee of 

the exchange, but as far as the filing statement 

is concerned it follows any material change of a 
company that is already listed and operating, and 
Similarly I think we say in the brief here that the 
mining prospectus covers material changes in a company 
that is not listed. Now, as to the narrative approach 
to listing on the exchange, I am sorry that I «¢annot 


give you that information. 
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COMMISSIONER MACKINTOSH: I was interested 
in your further recommendation that annual or semi- 
annual returns be required from firms which have 
raised money from the public. In other words, there 
should be continuous reporting of the progress of 
these firms. This would apply, I suppose, to only 
unlisted firms, because the listed firms do report 
to the stock exchange? 

MR. GEMMELL: The listed firms do report 
to the stock exchange, but I might say this, that 
there are listed firms that are on the borderline 
as to whether or not they should have to provide 
filing statements, and we can use what you might 
call moral suasion on these borderline firms that 
are fairly well established if you want to : eae 
these filing statement requirements to provide the 
exchange with quarterly reports, and that is the 
direction in which the exchange is going. Ideally 
44 would be to have every company that is listed 
provide quarterly reports, and it is the same feeling 
with the Associations that any movement in the directio 
@ providing continuous information to the shareholder 
is in the right direction. 

COMMISSIONER MACKINTOSH: On what authority 
would these returns you recommend be made? 

MR. GEMMELL: We contemplate that in 
Ontario the Securities Commission are an equivalent 
body. This is aside from another way in which the 
Association believes such returns are handled, and 


this is a licensing bedy which will come about in 
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i subsequent years or months, and if these returns 
2 indicated an undesirable state of administration, to 
| 3 say the least, or something worse, that the people 

4 concerned, if they can't endeavour to approach the 

5 public, the licensing body would have a record of 


6 their past activities which would sway them and give 


7 them some valid reason for refusing to accept the 
8 || financing plan as set out in the prospectus and prohibit 
9 any --- 


10 | COMMISSIONER MACKINTOSH: Would you propose 


11 that there should be provision for making this 


12 available to the public and to the shareholders of 


ay, tng: 
ay 
WwW 


the company? 

14 MR. GEMMELL: Such detail as that the 

15 Board wouldn't get intos it wouldn't pursue it that 
16 far. | 

17 COMMISSIONER MACKINTOSH: But you have 

18 in mind that the Securities Commission should scan 


this carefully and make up its mind as to whether 
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20 this company was proceeding reasonably? 

21 MR. GEMMELL: Yes, feeling eee it would 
{ 22 assist the administrator in serving, so to speak, 
F 23 the people engaging in the financial business under 


24 its jurisdiction and ultimately to benefit the 


25 investing public. 


t 26 MR. LATIMER: There have been some quite 
» 2 serious examples in the not too distant past of just 
5 28 what we are talking about, and we are trying to 


29 correct it and if there is any way in which it tan 


RR be corrected it would be a big asset to the industry, 
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° (AP ana funds, are hard enough’ to: raise anyway. eae 


4 ~ the idea of the broker-dealers is. phat it 4s Ward 


pee A raise funds, and when these funds are 
put in the. treasuries, Let us make sure that tien 
j are properly taken care of and ‘spebt dudiciously 
aie wisely and have nothing happen to them waen 
ey. get. there. It is hard enough to » get speculative 
_ funds ‘into the treasury. | 

THE CHAIRMAN: Thank you very much, 
gentlemen. This has been very helpful to us and 
we appreciate it. 

We will now adjourn our. public hearings 
until January 7, 1963, at 9.15 A.M. in this room, 
when we will hear the submission of the Department 
of Finance, to be presented by the St abe Minister, 
Dr. K.W. Taylor. 


ae Adjournment at 12 noon. 
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FOREWORD 

This brief enables the Broker-Dealers' 
Association of Ontario to review itS past, explain 
its present and, within limits, express some hope for 
the future. 

The modest resources of the Association 
make the collection and presentation of detailed 
records and statistics impossible. Accordingly, with 
few exceptions the cocument is narrative in form. 

It’ is hoped that explanations of ‘practises and 
reasons for proposals have not sacrificed clarity 
for brevity. 

To avoid unnecessary repetition certain 
short titles have been used. Accordingly, unless the 
context otherwise indicates, the Commission means the 
Ontario Securities Commission, the Ontario Act means 
the Securities Act of Ontario, and the Association 
means the Broker-Dealers' Association of Ontario. 

When the compilation of statistical 
material used in this brief necessitated the use of 
estimates, a conservative figure has consistently 


been used. 


The Board of Governors 
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October, 1962. 
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1 SUMMA RY 
2 
3 The Broker-Dealers' Association of Ontario 
4 in the fourteen years of its operation has supplemented 
5 the work of the Securities Commission and made substan- 
6 tial contributions towards the improvement of speculative 
7 financing. 
8 Under the direction of the Board of 
9 Governors requirements and qualifications respecting 
10 new applicants for broker-dealer membership and 
11 associate membership have been adopted. Financing 
12 practises have been controlled in such a way as to 
13 remove: former abuses and ensure that issuing companies 
14 and share purchasers’ receive a fair chance. These 
15 measures involve establishing: maximum offering prices 
r 16 based on the amounts received by the issuing company. 
17 The perusal of literature by the Associatio 
18 enables the detection of many violations of the 
19 Securities Act and discourages advertising of an 
20 extreme nature. In spite of the improvements in 
21 speculative financing, sponsored or supported by 
22 the Association, there is a limit to the resources 
23 of small broker-dealers. If he raises the funds 
24 necessary for early exploration and development work, 
25 his efforts are justified. Financing of major 
26 expenditures relating to production are invariably 
27 beyond his capacity. 
28 One means whereby major financing may be 
29 obtained is through the facilities of a stock exchange 


30 If through a broker-dealer's initial efforts, a 
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company can comply with listing requirements, he has 
completed the first phase of financing. | The successfu. 
completion of the second phase is also of importance 
to him since it benefits not only the early share- 
holders to whom he first recommended the issue, but 
also the company. For these and other reasons the 
Association approves of primary distribution on 

stock exchanges. 

While individual members may have had 
difficulties with the Securities and Exchange 
Commission of the United States, the Association 
itself has been able to discuss with the Commission 
mutual problems with candour and courtesy. This 
favourable atmosphere encouraged the Board of 
Governors to reach an arrangement in April, 1961 
whereby members could register as broker-dealers 
and register issues for public sale with the Securitie 
and Exchange Commission. 

The all-pervasive impact of legislation 
on the securities business has resulted in continuing 
consideration of this subject by the Association. 

The need for available markets without, as well as 
within Ontario, has prompted particular consideration 
of the effect of the legislation of other provinces. 

Although the provisions of the various 
statutes may be similar to a large extent, the 
discretion permitted thereby enables the respective 
administrators to exercise a great degree of eontrol 
in accordance with their particular philosophies. 


The field in which this discretion is most apparent 
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is the registration of non-resident broker-dealers. 

Recent information reveals that require- 
ments for non-residents vary widely and are of such 
a nature as to preclude registration of Ontario 
broker-dealers in other evovenseb on a reasonable 
basis.’ In view of this situation, the Association 
believes that real uniformity is necessary and that 
it» can best be realized by a regionally administered 
federal commission rather than the present provincial 
system. 

Although extra-provincial markets are 
necessary to successfully raise adequate speculative 
capital local markets must not be limited by restrictive 
legislation or policy. To this end the Association 
continues its efforts to prompt changes in the Ontario 
Act, which would permit the broker-dealer to approach 
prospects more readily and still provide adequate 
protection to the public. 

In addition to measures which will assist 
broker-dealers, the Association feels that certain 
changes could be adopted for the particular benefit 
of the public. One suggestion is the adoption of 
the narrative type of prospectus. Present prospectuses, 
while "full and true", often cannot be considered 
"pnlain" in the eyes of the average man. This 
suggestion does not mean, however, that the Associatio 
approves or recommends the narrative type of prospectu 
required by the Securities and Exchange Commission. 

Of benefit equally to the administrator 


and the purchaser of speculative securities is a 
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further recommendation. Although various statutory 
provisions exist which require reports and returns of 
company affairs to be made to shareholders and govern~ 
ment departments, the information usually is of a 
general nature. When a company has raised money from 
the public, even though it is no longer so engaged, 
a record of the expenditure of those funds should be 
available. Such a return, following primary distrib- 
ution, should be filed with the department or agency 
under whose jurisdiction the funds were raised. 

The progress, accomplishments, aims and 
proposals outlined herein and dealt with more fully 
in the body of the brief are of considerable satis- 
faction to the Association. The provision, over an 
eleven-year period, of approximately $161,000,000.00 
for unlisted junior mining and oil companies is 
ahendiiicat ts. While imperfections still exist, and 
logical. improvements are continually being considered, 


the Association's role has been a constructive one. 
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CREATION OF THE ASSOCIATION 

The Broker-Dealers' Association of Ontario 
was created by a public Act of the Ontario Legislature, 
(Broker-Dealers' Act, 1947 Statutes of Ontario, 1947 
Chieetiet® &), to provide for a measure of self-govern- 
ment and internal regulation among that segment of the 
securities industry principally engaged in raising 
Speculative capital for natural resources exploration 
and development. The general conditions which 
prevailed in the industry prior to the creation of 
the Association are discussed in greater detail below. 
At this point it is perhaps illuminating to note that 
The Honourable Charles P. McTague, a former Chairman 
of the Ontario Securities Commission referred to the 
business, in testimony to a Select Committee of the 
Ontario Legislature in 1951, as "something in the 
nature of a jungle." Many deplorable practices 
prevalent at that time did not involve any breach of 
securities law or regulations, and consequently the 
Securities Commission was reluctant to interfere. 

The Broker-Dealers' Association was ramnuda to regulate 
those people in the industry who were not otherwise 
answerable to any self-governing body. In short, it 
is an attempt to impose ethical standards on a portion 
of the business community. 

As the members of The Royal Commission are 
aware, the distribution of securities in Ontario is 
governed principally by the provisions of The 
Securities Act R.S.0. 1960, Chapter 363, and 


Regulations thereunder. By virtue of Section 6 (1) 
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of the statute, no person may trade in securities 
unless he is registered thereunder. In this regard 
the Ontario Act contemplates various registration 
classifications which are similar and in some cases 
identical to comparable statutes of other Canadian 
provinces. No other province, however, has an 
association of broker-dealers created and recognized 
by legislative action, and accordingly the Ontario 
Securities Act bs unaqde among provincial securities 
legislation in defining a "broker-dealer", as a 
member of the Broker-Dealers'’ Association. (Section 1 
(b) ) 

In order to give efficacy to the Broker~ 
Dealers' Act, 1947 it is the policy of the Securities 
Commission to reguest any applicant for registration 
as a broker-dealer to first apply for membership in 
the Broker-Dealers' Association. The Board of 
Governors of the Association in turn, apprise the 
Commission of its willingness to accept or reject 
that applicant as a member. There are rare exceptions 
ae this procedure which are confined to individual 
cases where the Board determines that the nature of 
the business contemplated by the applicant is so 
removed from the normal type of business carried on 
by members that audit and other requirements and/or 
regulations of the Association would impose an undue 
hardship. (Examples of such cases are firms which 
deal solely in the distribution of mutual funds, 
real estate syndicates or participations). In these 


instances it is the Board's understanding that such 
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a firm will. not engage in general trading with the 


public. 


After coming into force of the Broker- 


y 


Dealers' Act, 1947 and the necessary amendments to the 


Securities Act referred to above, all firms registered 


at that time as broker-dealers, including members of 


the Toronto Stock Exchange, were required to become 


members of the Association. 


The table below shows 


the membership by years according to various classi- 


fications 3- 


TABLE SHOWING MEMBERSHIP OF THE BROKER 
DEALERS' ASSOCIATION FROM 1951 to 1961 


1951 
Non 
Members 151 120 116 £97 96 
Lge eee Sem 
Members 28 
To Obs 
Total 179 ..150 1463 vl29%0nE2y 
ae 
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would be unrealistic to infer any particular trend 


from the figures contained in the above table. 


principal factor which might encourage an increase or 


The 


decrease in mining or oil financing, and therefore 


an increase or decrease in the number of broker- 


dealers, is the degree of popular interest in the 


development of natural resources. 


Infrequently 


circumstances peculiar to this area of the industry 


do occur with a noticeable decrease in membership 


in the Association and a similar decrease in the 


number of those retaining registration. 


Such 


The Association is of the opinion that it 
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conditions obtained during 1953 and — and again 
from March 1961 to the present time and are discussed 
in greater detail later in this submission. Many 
registrants at such times withdraw from business in 
anticipation or realization of financial loss. 

In ES aicors. members may be expelled for 
failure or inability to comply with the Association's 
audit requirements. Registration by the Ontario 
Securities Commission may be revoked as a result of 
independent Commission investigation or following 
information supplied to the Commission by the Associatibn. 
Cancellation.of registration by the Commission means 
automatic and simultaneous expulsion from membership 
in the Association (Regulation 39). 

Aside from Commission action, the Board 
of Governors of the Association may fine, suspend or 
expel a member, only eS a granted the member 
a hearing pursuant to Regulation 34 - 

fa.) Any censure, fine, suspension or 
expulsion under regulation 33 may be imposed 
or ordered only at a meeting of the Board 

of which notice in writing together with 

a copy of feel coal aint or charge has been 
given to the member or associate member 
concerned either by delivering or by mailing 
it by prepaid letter to his or its address 
as shown on the books of the Association at 


least 48 hours before the time of the meeting. 


(2) The member or associate member shall 
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be entitled to be present or represented 
at the meeting and to be heard in his or 
its own defence and to call, examine and 


cross-examine witnesses. 


(3) Where the member or associate member 
neglects or refuses to attend or to have his 
or its representative at the meeting, the Board 


may proceed in his or its absence. 


(4) The Board may adjourn the meeting 
from time to time and from place to place 


without further notice. 


8, FACTORS AFFECTING GROWTH 

Because of the Association's limited facilities, 
statistical evidence of increasing concentration, or 
the reverse, is unavailable. At times, some tendency 
toward greater concentration might seem to be the case. 
This is a result of restriction on sources of 
speculative capital and not of competitive success 
of those remaining. Over a period of time, some firms 
have tended to carry on business in Ontario only, 
while others have concentrated their efforts primarily 
in the United States. With the American source of 
funds severely limited, the firms affected, tended 
largely to withdraw from business or become inactive. 
Ontario thus became the principal source of capital 
and those firms active in Ontario have probably 
continued to conduct their business as before, 


relatively unaffected by the factors affecting the 
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others. These remaining active registrants have not 
expanded their operations to encompass the fields 


abandoned by the retiring broker-dealers. 


The growth of the industry depends 
almost entirely on the public desire for speculative 
securities. Overall stock market trends in Canada 
and the United States, periods of higher than normal 
interest rates may effect this public appetite to 
some degree. No exact data in this regard is avaii-~ 
able to the Association but the graphs below may 


justify some conclusions. 
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INTERNAL BROKER-DEALER ORGANIZATION 
13 The internal organization of a broker-dealer 


varies according to the type of business carried on. 
Broker-dealers other than exchange members typically 
have small size in common. There is usually only one 
person who must make all decisions and rarely more than 
two. A broker-dealer engaged in.a predominently 
trading business requires only a small clerical staff. 
'He may retain traders to assist him, giving them 
directions as to policy from time to time. A larger 
group of Association members engage in direct distrib- 
ution of shares to the public. Again such businesses 
-are normally neers by one man giving orders to a 
small sales and clerical staff. 

chs Broker-dealers who are members of a stock 
exchange in many cases operate one or more branch 
offices. Data bon detent: policies and practices in 
the operation of these Seateunls forms a part of the 
briefs presented by the various exchanges and is not 
treated here. In the past broker-dealers not included 
in the above group have rarely opened branch offices, 
and at the present time only one such broker-dealer 
actively operates what souva be considered a branch. 
Factors which discourage the maintenance of a branch 
include such things as difficulty in obtaining 
competent administrative staff to ensure capable 
management, difficulty in justifying increased overhead 
and unfamiliarity with the law of a “foreign" juris- 
diction. The very nature of broker-dealer business as 


outlined above makes branch operation uneconomic. 
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METHODS OF SPECULATIVE FINANCING - ROLE OF THE BROKER 
- DEALER 


12. New mining ventures may be financed in many 
ways. During the earliest stages of exploration 
funds may be provided by an individual, an under- 
writing company, a mining company or a syndicate of 
individuals or companies. At some point in the 
development a decision is made as to whether or not 
-public funds should be sought. If the exploration 
programme is financed by a large mining or holding 
company, it is possible and probable that no equity 
capital will be raised publicly even to put the mine 
into production. If the venture has been financed 

by a group or an individual, a public company may be 
formed or it may be turned over to a major company 
for management and development on a share exchange or 
royalty basis. An objection to this latter method 

is that control can rarely be retained by the original 
sponsors. In rare instances capital has been 
supplied by such institutions as the Industrial 
Development Bank, but before an application could be 
made for a loan considerable money has already been 
spent to prove a bankable asset. 

A The usual practice with few exceptions is to 
approach the general public. This is particularly 
true in the initial stages of development. Normally 
a company can finance acquisition and exploration 
through the sale of its shares. The equipment 
necessary for production often requires expenditure 


of more capital than can be raised in this manner 
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and consequently debt financing or agreement with a 
major producer is the only solution. 

14. . Companies seeking risk equity capital usually 
do so through the medium of broker-dealers. It is 
his function to raise this initial speculative capital 
to explore for and develop natural resources. The 
methods by which he performs this function can be 
classified roughly into three or four principal 
categories although each of these in turn is capable 
of infinite variation; 

(a) He may act as a principal, underwriting the 
issue on his own or a client's behalf. Such 
underwritings may be accompanied by one or 
more options to purchase shares at prices 
scaled upwards from the underwriting price. 
These options are not a requirement of any 
securities regulations but if granted by the 
company they must comply insofar as price, size 
of option and spread between each option with 
specific policy of the Association and the 
Commission. 

(b) The broker-dealer may act as an agent for an 
underwriter or underwriter/optionee receiving 
a commission on the distribution of the shares. 
Where the pabRepeaselée simply fills orders 
received from the public or other brokers but 
makes no effort to obtain distribution, it is 
customary to charge a commission equal to the 
commission authorized by the Toronto Stock 


Exchange for mining company shares. In the 
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alternative situation where the broker-dealer 
is expected to approach the public directly 
and sell the shares entirely through his own 
efforts, he generally receives a commission of 
up. to 25% of the selling price and may in 
addition receive a contribution toward his 
selling expenses of up to 15% of the selling 
price. 

(c) The broker-dealer may enter into an agreement 
with the mining: company, distributing shares 
as its agent directly from the treasury at a 
price set by the directors. Under such an 
arrangement the broker-dealer receives a 
commission similar to that of his counterpart 
who acts as agent for an underwriter/optionee. 
The directors, in setting a selling price 
eannot ignore the price-spread policies of the 
Association (which is dealt with in detail 
elsewhere in this brief) nor can the net 
amount receivable by the treasury after 
deduction of commissions and selling expenses 
be less than ten cents. One possible 
disadvantage to this system is that the 
Commission's policy in respect to the maximum 
humber of shares to be taken down from the 
treasury at any particular price may be 
circumvented. This objection can be overcome 
by obtaining any necessary undertakings from 
the directors prior to accepting the prospectus 
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(d) The last major type of financing plan is the 
ease where the broker-dealer acts as a 
principal purchasing the shares from the 
underwriter/optionee at a 1¢ advance on the 
original underwriting or option price. 

As mentioned above there are a great many 
variations Within each classification and usually a 
prospectus contains a financing plan which combines 
more than one of the above methods. 

RELATIONSHIP OF BROKER-DEALER TO ISSUING COMPANY 

Shey Exact figures are not available but it is 
safe to say that currently in many cases the broker- 
dealer controls the issuing company. He may be a 
director but more often is not. He does, however, 
control the board by virtue of his ownership of a 
large block of shares. Every company seeking funds 
has a "promoter" who exercises such control. If the 
broker-dealer is not the promoter then very likely 
the person who is, is a non-registrant. The Associatio 
believes that the public interest and the interest of 
the industry is better served where the person having 
the ultimate responsibility for a company is registered 
in some way. Although it may appear that where a 
broker-dealer has a significant voice in the affairs 
of the company whose shares he is selling the 
speculating public might be at a disadvantage, such 
is not, in fact, the case. On the contrary the 
dealer is so related to the issue that he is unable 
to divorce himself from responsibility. He is at all 


times well-informed as to the real affairs of the 
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company both as to its financial status and its field 
programme. 

16. Even though the broker-dealer may be the 
controlling shareholder, underwriter, a director and 
distributor of the company's shares, there is not 
necessarily a conflict of interest. Securities ' 
regulations and Association requirements make it 
virtually impossible for a broker-dealer to benefit to 
the public detriment as a result of these relations. 
Shares received from property, or promotional services, 
underwritten shares and other pertinent information 
must be set out in the prospectus which by law must be 
presented to the purchaser not later than the date of 
the confirmation and receipt of payment. In addition 
every letter, circular or advertisement which contains 
a recommendation to purchase or offering of securities 
must set out the interest of the broker-dealer in the 
sale of the shares, and clearly specify that it is a 
speculative security. 

ig ae During the time that the shares of the 
company are in the course of primary distribution any 
material change must be the subject of an amendment 
to the prospectus. No property can be sold to the 
company and funds removed without such an amendment. 
DEVELOPMENT OF CURRENT CONTROLS 

18.3 This protection did not always exist. 

Prior to the Ontario Securities Act of 1945 and the 
formation of the Association, a situation such as the 
following could and often did occur. Out of an 


authorized capital of a mining company of three millio: 
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1 shares policy permitted one million vendor's. shares 

2 of which 10% or 100,000 shares were immediately free 
a from escrow. Policy also permitted one share to be 

a released from escrow for each share purchased from 

by eile Sia It was possible to purchase 900,000 

6 | shares for an average of 5¢ per share and then to 

7 obtain a release of the 900,000 vendor's shares. As 
8 a result, the security dealer, who had set up the 

9 company, received 1,900,000 shares for $45,000. plus 
10 legal expenses and the cost of the property. These 
11 could be sold to the public for an average of more 

12 than 25¢ per share or almost one half a million | 

13 dollars. The issue could then be dropped and the 

14 company put in the hands of a professional secretary 
15 who was paid a monthly stipend for not answering any 
16 letters from shareholders and not filing annual | 

17 returns for the company with the Provincial Secretary ' 
18 Department until its charter was taken away. In some 
19 cases, the small ‘treasury of the company was depleted 
20 by the acquisition of properties which the security 
21 dealer had purchased for next to nothing and sold to 
22 the company at a substantial profit. 

23 19. At this time sited there was a widespread 
24 practice of security dealers and their salesmen 
25 impairing competitors' financing efforts. One way 
26 Was to obtain lists of shareholders and persuade them 
27 t0 sell the shares which they had recently purchased 
28 in one speculative issue and buy shares of another. 
29 Another was for a Salesman to move from one dealer 


30 to another and take the names, addresses and telephon 
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numbers of people to whom he had previously sold shares 
The practice is called "switching" and it is the type 
of practise which is unethical and harmful to the 
securities business generally. 

20s The literature sent out by broker-dealers 
at that time was flamboyant, exaggerated, frequently 
misrepresentative and sometimes sebidoiaiies the law. 
The steps taken to curb this situation are many and 
detailed but are based upon a requirement that members 
(except members of the Exchange) must submit all 
material to the Association office for perusal prior 
to publication. 

2s Another major source of trouble was the 
markup of uke selling price to the public of the 
security over the price at which they were taken down 
from the treasury. This spread was often completely 
unjustified by exploration results at the company's 
property. In order to correct this evil, the Board 
introduced price spread requirements and commenced 
fixing the initial maximum price at which new issues 
with underwritings or options outstanding could be 
offered to the public. Subsequently these requirements 
were extended to cover increases in the maximum offerin 
price by members. 

ee. The mechanics of the operation are simple 
and designed to avoid unnecessary delays. The broker- 
dealer writes a letter to the Secretary requesting 
that a maximum offering price be fixed and encloses 
two copies of the latest prospectus, financial statements 


and reports accepted for filing by the Ontario Securities 
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Commission. If he wishes an increased maximum offering 
price, he also encloses a letter from an officer or the 
solicitor for the issuing company stating the securities 
purchased and the proceeds received therefrom. After 
studying the material submitted, the Secretary fixes 
the maximum or increased maximum offering price 
according to a schedule and advises the broker-dealer 
accordingly if it is a straight-forward case. However, 
if the Secretary has the slightest doubt about the 
matter, it is held et until the next meeting of the 
Board of Governors when the Board may decide on 4 
variation from the schedule. 

UNDERWRITING PRACTISE 
23 Th! | "Underwriting" in the strict English sense 

is rare in Canadian corporate experience. Occasionally 

a ile Stay to assist in the financing of a subsidiary 

will undertake to purchase any shares of a specified 

offering not taken up by public subscription, but 

instances are quite uncommon. 
24. What is commonly understood as “underwriting” 
in Canadian practice is in fact an agreement to firmly 
purchase a specified number of shares at a specific 
price and within a specified time timitvopfhis agree- 
ment may or may vlan provide for witigiiies on additional 
shares under certain agreed terms and conditions. 
Such agreements must be set out in a prospectus if 
public distribution is considered and: therefore must 
comply with xecaneieaee policy of the Securities 
Commission. Prior to 1950, there were no firm rules 


regarding underwritings and options, and some of the 
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resultant drawbacks have been reviewed above. The 
Board of Governors of the Association early in 1950 
offered comprehensive suggestions to remedy the 
situation which were subsequently embodied in a 
statement of policy by the Securities Commission. 
(Appendix A) 

The rules prescribed therein have affected 
underwriting and option agreements ever since. It 
has been said that this form of financing is unique to 
Canada; if this is so it may also be said that a 
number of Canadian mines owe their existence today to 
it. Some criticism of the system is based on the 
argument that options mislead the share purchasers. 
This conclusion is difficult to accept in view of the 
requirements of full disclosure and ae Pay of a 
prospectus, which are now almost universal across 
Canada. 

One difficulty which may affect a broker- 
dealer who is also the underwriter and optionee is the 
view held by the Securities Commission. If develop- 
ments at the property are disappointing, distribution 
may prove too difficult and options may expire. The 
company may subsequently acquire a new property and 
the broker-dealer may wish to undertake further 
distribution based on a new agreement. Quite often the 
Securities Commission requires that the new agreement 
begin where the old left off, regardless of altered 
conditions. In this situation, maintaining an orderly 
market is virtually impossible and distribution is 


restricted by an offering price too high to find public 


acceptance. 
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Another form of "underwriting" has become 
fairly popular in recent years. It is known, widely in 
the United -tiiieesiaahaie it is referred to.as,a "best 
effonts underwriting". Since there is no firm commit- 
ment of. any kind it is. not an “underwriting".at all 
but rather a form of merchandising. The broker- 
dealer assumes no obligation but acts as an agent for 
the company in the distribution of an unspecified 
number of shares directly from the treasury of the 
company, at an agreed rate of commission. The 
practice has taken a somewhat more sophisticated form 
the United States, where it is normal to offer a 
specific number of shares (usually including a block 
of previously issued shares owned by directors ,.or 
principal shareholders). A further refinement, seldom 
used thus far in Canada, is a provision for return of 
subscriptions in the event that a specified minimum 
sum is not realized within a given time. 


THE EXISTENCE OF TRENDS? 


28. It is impractical to attempt to deal 
exhaustively with factors which effect the success 
of mining and oil financing. Who can say what truly 
motivates. people in the purchase of speculative 
securities? Undoubtedly easier money and widely 
publicized trading activity do have something to do 
with its Another factor is the importance of the 
mineral to the economy, although by itself it doesn't 
seem to be conclusive. There was a great deal more 
glamour surrounding uranium in 1951 than lithium or 


helium in 1960; more speculative activity over copper 
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in 1956 than silver in 1962. 

29. Individual broker-dealers may be more 
successful than others because they provide more 
beneficial information or more likely because they 
gauge public demand more accurately. The experience 
of the past in the absence of statistical data, does 
not appear to shed much light on probable future trends 
except in minor areas. 

LIMITATIONS OF THE BROKER-DEALER 

D0. As has been indicated more than once thus 
far,, the broker-dealer provides the "grass-roots" 
financing. of a company - the early exploratory work 
which may. include geophysical and geological surveys, 
diamond drilling, rehabilitating old workings, engineers|’ 
fees, etc. After this has been done and on the basis 
of the information thereby obtained, a decision can be 
made to put the property into production. Major 
expenditures such as shaft-sinking, mills, railroad 
lines, etc. may be required. Financing such expenditure 
is normally beyond the capacity of a small broker-~dealer|. 
The alternatives available have been discussed earlier 
but include major mining or holding company participation, 
forming a selling group of broker-dealers, debt financin 
with the aid of investment dealers, reorganization of 
the capital stock of the company to provide for new 
shares and listing upon a stock exchange to allow wider 
distribution. 

ha Some areas of mining are by their nature 
difficult and impossible for a broker-dealer to finance. 


Such a mineral is iron ore, requiring as it does, vast 
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expanses of property, necessitating huge exploration 
funds. Usually only major companies attempt such 
programmes. However, there are exceptions in the case 
of high grade deposits and surface showings. 

Bes Up until recently broker-dealers have 
rarely participated in the financing of industrial or 
investment companies. With the current upsurge in 
secondary industries and the apparent public demand for 
securities of these companies, many broker-dealers have 
engaged in.this field. 

Dos . Members of the Association who are not 
members of the Exchange have not isan engaged in 
the sale of bonds, either government or corporate nor 
of securities issued by mutual funds. This is true of 
the present and it is expected will continue to be the 
case. 

PRIMARY DISTRIBUTION ON STOCK EXCHANGE 

34, The Association approves of primary distri- 
bution being carried out on a stock exchange. As has 
been said repeatedly, it is the function of the broker-~ 
dealer to provide the initial impetus. If through his 
efforts, the company can eventually comply with the 
listing. requirements he has fulfilled this function. 
Once listed, further financing is more easily obtained, 
distribution is much wider, and public acceptance is 
greater. 

er Primary distribution on any exchange has 
many concrete advantages to the company. Probably the 
most important is the speed with which material changes 


such as property acquisition and new underwritings can 
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be approved. It is extremely important to a company 


seeking funds, and able to acquire property in a widel 
publicized area to obtain approval for that acquisitio 
While public demand for shares of companies in the 
area continues. Under the system of filing ciebameh a) 
presently used by our major exchanges, this benefit 
is available whereas the filing of an amendment To a 
prospectus of an unlisted company may be a protracted 


matter. In such instances the opportunity is lost. 


In the event that primary distribution of 
listed mining and oil companies was removed from the 
exchanges, it is submitted that the problem created 
is more serious than any existing objection. Since 


mining and oil companies generally have only one class 


of share, the whole authorized capital is listed 
rather than the issued capital only as in the case 
with industrials. With primary distribution removed 
it would be impossible to differentiate between shares 
being distributed initially and those shares already 
trading in secondary distribution on the floor. The 
result would be an undesirable situation for the 
company, the broker-dealer and the public. One 
possible solution to this problem is to suspend 
trading on the exchange during that period when the 
primary distribution is being carried out. However, 
this seems to be an unduly severe penalty to impose 
upon a company seeking new waditant 

The only aspect of the existence of primary | 
distribution on an exchange which could be considered 


a disadvantage is that the buying: public may not be 
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aware there is distribution going on. He does not 
receive a copy of the filing statement except upon 
request and does not therefore have those rights of 
rescission available to the purchaser of unlisted 
stocks under the provisions of the Securities Act. 
He must, without consciously deciding, rely solely 
upon the protective facilities of the exchange itself. 
While this is a valid criticism it should be possible 
to overcome by providing for some notice to the client 
Similar to delivery of prospectus. In other words, 
while cogent it does not outweigh the advantages of 
such distribution through exchange facilities. 
THE MECHANICS OF DISTRIBUTION 

38. New issues may be distributed in many ways. 
Upon acceptance for filing of the prospectus by the 
Securities Commission and having received a maximum 
offering price from the Broker-Dealers' Association, 
the broker-dealer contacts those people with whom he ha 
been in the habit of trading. This contact may be by 
mail or telephone and while it sometimes contains a 
recommendation to purchase the security, more emphasis 
is usually placed on further information to come. 
To supplement these potential purchasers, he sends 
what is called a "lead-getter" to persons with whom 
he has not previously done business. This is usually 
an institutional type of direct mail offering the 
services of the broker-dealer in all facets of the 
securities business. Normally, it contains little 
or no mention of the mining company in which the 


broker-dealer is interested and simply asks the 
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recipient to return a card requesting information. 
aE Do « Those who return this card, receive the 
broker-dealers’ weekly market letter, with current 
information on market and metal trends with particular 
emphasis on mining and oil speculatives. Latest 
information on the exploratory progress of the company 
or companies in which the broker-dealer is interested 
are also often included. It is the practice of many 
broker-dealers to prepare a somewhat elaborate brochure 
about the metal sought and the company, which is sent 
soon after a card is received. At some point in this 
sequence (which varies from broker-dealer to broker- 
dealer) a formal offering is made to the correspondent 
and at a later date, the normal procedure is to contact 
him by telephone. At the same time many broker- 
dealers retain the services of salesmen who visit 
clients at their homes and businesses on a personal 
basis. Because of this wide range of procedural 
difference one cannot generalize on the relative 
importance of these various selling methods. Some 
firms develop a clientele large in number and very 
loyal. Every broker-dealer constantly seeks to build 
up a solid client relationship to the extent that such 
is possible in the speculative field. Some broker- 
dealers prefer not to have any clients at all dealing 
instead only with other brokers. 
SALESMEN 

Any salesman employed by a broker-dealer is 
required to hold associate membership in the Associatidn 


except in the case of salesmen employed by exchange 
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members. This latter group require approval of the 
Exchange as customers’ men. The number of associate 
members as at March 31, 1962 was 124. It is considere 
likely that this amount has decreased considerakly 
since that date, however, exact figures are only 
obtainable as of the renewal date in each year. Durin 
the past ten years the greatest number of salesmen 
employed by broker-dealers was 300. It is interesting 
to note that the number of salesmen registered to 
sell mutual funds in Ontario was 478. 
WHO BUYS SPECULATIVE SECURITIES 

41, No accurate description of the purchasers of 
speculative securities is possible. Such individuals 
have little else in common and come from every 
occupational, income, age and geographical group and 
area. It can probably be taken for granted, however, 
that individuals account for a large part of the 
buying in this field. Institutions such as banks, 
insurance companies and mutual funds are not a signif- 
icant factor but perhaps mining, oil and holding 
companies do from time to time trade in large numbers 
of speculative shares. It is safe to say however 
that even these companies generally confine themselve 
to more or less established junior ventures and do 
not as a rule purchase shares in new and unproven 
prospects. 

42. The nature of the speculative business is 
quite often such that the length of time that 
securities are held is relatively short. Portfolios, 


therefore, tend to increase and decrease the amounts 
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of speculative stock held relative to investment 
securities very rapidly. Only when all divest at once 
can any "trend" be diagnosed. Since most broker=- 
dealers (excluding exchange members) do not service 
a client's whole portfolio but simply.a portion of 
it, no recognizable trend can be ascertained. 
MARKETS OUTSIDE ONTARIO 

43, The importance of markets in the provinces 
other than Ontario cannot be over-estimated. At the 
present time many members of the Association have access 
to these markets but these are firms which are also 
members of the Toronto Stock Exchange and which are 
able to afford the maintenance of branches in principa 
cities across the country. Small broker-dealers who 
account for a great deal of the financing of new 
issues do not have access to any markets other than 
Ontario because of the restrictive and prohibitory 
nature of provincial securities legislation generally. 
In the opinion of the Association the development of 
natural resources is a national concern and benefit. 
It should not be necessary for Ontario natural resources 
to be financed solely in Ontario, and Alberta oil.solelly 
in Alberta. Such development benefits all Canadians 
and all Canadians should have an opportunity to share 
in it. At the present time almost every province has 
a statutory requirement of one year's residence in the 
province before registration can be granted. A broker 
dealer, in order to comply would have to open a branc 
office in each province and in order to do so would 


have to locate a trustworthy resident to manage it. 
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It is impossible for a shia broker-dealer, as most are 

to sustain a chain of branches from coast to coast even 
if he could find capable management assistance in areas 
with which he is probably unfamiliar. 

Hy. If this is not an effective bar, then 
individual SroviHetal policy certainly is. British 
coLuihbia , as a matter of policy, will not grant 
registration as a broker-dealer whether the applicant 
complies with the statute and all other policy or not. 
Alberta requires a net free capital position of $25,000. 
to be held within the province but regardless of 
compliance in all other ve SPOHTESWwHT? not grant 
registration to any one who intends making telephone 
solicitations. Saskatchewan does not have any 
particular bars known to the Association other than 
its residence requirements. 

45, Manitoba requires any applicant for registra- 
tion as a broker-dealer to be a member or associate 
member of the Winnipeg Stock Exchange. There appear 
to be no exceptions to this statutory requirement. 

46, Quebec requires free net capital of over 
$25,000. which is beyond the financial capabilities of 
a large proportion of broker-dealers and further a 
branch office in the province must be maintained. 

The Securities Acts of New Brunswick, Nova Scotia, 
Prince Edward Island and Newfoundland are similar and 
while providing for registration of non-residents, 
also require "address for service" in the province 
and each speaks of “address of the senior official 


of the company in the province". This latter 
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requirement would seem to indicate that a branch of 
some kind is required but their individual policy in 
this regard is unknown to the Association. 

In addition to the above requirements each 
province with the exception of Ontario requires a4 
surety’ bond ne siadiaiine which vary from $10,000. in 
British Columbia to $500. in Newfoundland. As a resul 
no members of the Association who are not members of 
the Toronto Stock Exchange, or the Montreal Stock 
Exchange and the Canadian Stock Exchange have 
registered in other provinces. 

The American situation is somewhat different. 
If the rest of Canada is important in raising | 
speculative funds then the United States market is 
tenfold more so. From the beginning of the Association 
the major part of the funds raised for mining and 
Oil development have come from the United States, 
and similarly from the beginning has been the related 
problem of the contravention of American law. The 
term American law encompasses the enormous complexity 
resulting from forty-nine dissimlar state statutes 
and two federal statutes. 

In May, 1949 the Board of Governors began 
negotiations with the Securities & Exchange Commissio 
to enable Ontario broker-dealers to compete in the 
United States on a fair and equitable basis. Between 
that date and March, 1953 many discussions between th 
Board of the Association, the Chairman of the Ontario 
Securities Commission, officials of the Securities & 


Exchange Commission, other Canadian administrators an 
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officials of the federal government of Canada, 
culminated in the promulgation of Regulation D, an 
amendment to.the Securities Act, 1933. This Regulatio 
granted exemptions from the "long a, f igcdege ee 
by the Act for Ontario issues where the funds sought 
did not in the aggregate exceed $300,000. per year. 
In return for the Securities & Exchange Commission 
enacting the Regulation, the Chairman of the Ontario 
Securities Commission issued a directive applicable to 
all Ontario registrants forbidding the offer or 
solicitation of shares in the United States without 
registration. The experiment was unsuccessful. . Delay 
in registration forced many broker-dealers out of 
business and many others went to other. jurisdictions 
to avoid the Ontario requirements. After eighteen 
months Mr. Lennox, the Chairman of the Commission, 
issued a statement rescinding his previous directive. 
Members of the Association thereafter 
resumed trading in the United States. Since the 


issues they sold were not registered according to 


Securities & Exchange Commission requirements they 


were, without exception placed in the Canadian 
Restricted List which prohibited U. S. brokers from 
effecting trades. As a result of action by the 
United States Postal Authorities, prompted by the 
Securities & a Commission in Washington, the 
return of mail to many Ontario broker-dealers was 
stopped. This effectively hindered the raising of 
speculative capital in the United States on a 


reasonable basis. 
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In spite of the above handicap many broker- 
dealers continued their efforts to solicit some 
business in the United States. The opposition of the 
United States authorities to these efforts resulted in 
pressures which forced the Board of Governors of the 
Broker-Dealers' Association of Ontario to order its 
members to cease offering or soliciting the purchase 
of shares in jurisdictions unless the appropriate laws 
were complied with. 

The above action which took place in March, 
1961, enabled the Broker-Dealers' Association to reach 
an arrangement with the Securities & Exchange Commissi 
This resulted in the revocation of all Postal Fraud 
Orders against members of the Association and the 
registration in Washington of the proentaeg ene who 
made application. Although dealers have been register 
with little delay, the registration of issues has been 
prolonged and costly. 
LEGISLATION AND CONTROL 

There are in force at the present time in 
Canada a great many provincial statutes which bear to 
a greater or lesser extent upon the sale of securities 
administered by a variety of officials. In Ontario 
alone, together with The Criminal Code and The Dominio 
Companies Act there are nine such statutes administere 
by almost as many individuals and groups. In such 
circumstances the impact of legislation on the 
securities industry can only be described as pervasive 

In Ontario, as in all provinces, the 


legislation most directly affecting broker-dealers is 
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the Ontario Securities Act. It, like securities 
legislation anywhere is concerned with the problem of 
protecting the gullible buyer from the deceitful 
seller. The securities industry, like any other, 
attracts some individuals, it would as leave do with- 
out, but again like any other the large majority is 
responsible. The problem of protecting the public 
from the few without imposing unduly harsh restrictions 
on the many has been solved by requiring full dimenacd e 
of all material facts in connection, with an issue of 
securities. All Canadian statutes follow this pattern 
by combining a regulatory function with disclosure 
provisions of some kind. 

The Siuph Canadian ‘statute was enacted by 
Manitoba patterned after the original United States 
"State blue sky-law" in 1914. Other provinces 
followed suit but unlike the United States experience, 
since they purported to ie the sale of shares, 
these statutes were subject to successful constitutional 
attack. Re-phrasing of the Legislation to require 
registration of brokers in the early 1930's withstood 
subsequent appeals to the Privy Council. Again 
Manitoba was the leader and its Act was followed by 
most other provinces. Ontario changed, in 1945, 
to a statute setting out very detailed prospectus 
requirements. While amended to some degree in 1947 
it has remained substantially the same ever since. 
With one or two significant additions (e.g. bonding 
requirements and provisions for forfeiture ) this 


legislation has been adopted by British Columbia, 
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Alberta and Saskatchewan. The pattern of the Manitoba 
Act has been followed by New Brunswick, Nova Scotia, 
Newfoundland and Prince Edward Island. . All of these 
statutes, while having a common "root", contain 
provisions which set them apart each from the other. 
Quebec, while in some ways similar to the Ontario 
model, in practice stands alone. 

Each of the provincial Acts are primarily 
regulatory in character and each empower the Admine= 
istrator to exercise an extremely wide discretion. 
Each Commission's Chairman has his own philosophy of 
securities administration and this broad Oey Tes 
allows him to put it into practice. The result is 
that. while legislation may be similar or even 
identical from one jurisdiction to another, the policy 
may be radically different. Those familiar with 
securities work are aware that substantive security 
law is comparable to the visible part of an iceberg, 
while the procedural law and policy represent the 
submerged mass. so long as such discretions exist 
the experience of the Association would indicate that 
true uniformity can never be realized. 

There is a further question as to whether 
such uniformity is desirable. Those who have opposed 
Coca ai of federal securities administration, have 
argued that it is unnecessary because of increasing 
uniformity of provincial legislation. Merely because 
many statutes contain identical Siete ne 
provisions can be mutually exclusive. Such a situatio 


defeats the goal of uniformity. 
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The argument in favour of uniformity by 
way of a multiplicity of identical statutes as 
opposed to uniformity by means of one federal statute 
is ill founded. If developed to its logical con-= 
clusion and complete uniformity of legislation and 
policy was realized, then one statute and commission 
should replace ten, in the interest of efficiency and 
economy. The Association believes that in the nationa 
interest, a regionally administered federal commission 
shovld replace the provincial system. 

The only source of capital available for 
exploration and development ventures during the past 
year and a quarter has been within the province of 
Ontario. In addition, approximately twenty-five (25%) 
of the broker-dealers engaged in the raising of 
promotional capital have been forced to close. Aside 
from the limited number of people interested in 
speculative securities in Ontario some provisions of 
the Ontario Securities Act make it additionally 
difficult to reach the local market. 

The part of the Act which add to the 
difficulty of raising speculative capital are few 
in‘number but wide in their effect.’ The Act in its 
present form prevents a dealer calling anvoas at his 
home unless that person is a close personal friend, 

a business associate or a customer with whom the 
dealer has been in the habit of trading in securities. 
Aside from the above, a dealer may only call a 

person at his home regarding a security if that 


person has requested in writing information on that 
specific security. 
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In the order in which they appear, the 
first provision which creates a difficulty is the one 
relating to a customer with whom the dealer has been 
in the habit of trading in securities. Many people 
might make one, or at the most,two purchases of 
speculative securities during a year and although they 
could not be considered habitual traders, to the 
extent they do trade; one transaction is the extent 
to which they are in the habit of trading. To require 
a dealer who has already had one transaction with a 
person to obtain a request in writing before he may 
call him later to solicit the purchase of another 
security is a hardship. 

The next provisions which makes the raising 
of: speculative capital difficult is the one relating 
to requests for information in writing. Even though 
a dealer has received a written request for informatio 
on.a security from a person, and subsequently effected 
a sale, unless he comes within one of the exemptions 
noted above, he must get another request in writing 
before he may call him on the second issue. The need 
for this second request is not appreciated by the 
prospective buyer and the effort to obtain it usuaily 
antagonizes him. 

With a view to eliminate the above handi- 
caps in raising speculative capital, certain amend-= 
ments to Section 53 of the Ontario Securities Act 
are urged by the Association. The specific proposals 


are set forth in the following Part. 
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Section 8 of the Ontario Act R.S.O 1960, chapter 363, 
reads as follows: 

Section 8 - "The Commission shall suspend 

or cancel any registration 
where in its opinion such 
action is in the public 
interest." 

This. is the only Section providing for 
cancellation or suspension of an existing registration 
contained in the statute. 

In practice, the Legal and Investigation 
Section of the Ontario Securities Commission invest- 
igates a given situation and reports thereon to the 
Chairman. By virtue of his power under Section 3 
the Chairman may then make an order suspending or 
cancelling the registrant. It is quite possible and 
in some cases probable that up to this point a 
registrant has no prior knowledge that an investigatio 
with possible serious consequences has taken place. 

An order of the nature referred to is effective forth- 
with and it is then open to the registrant to request 
a hearing and review before the full Commission 
pursuant to Section 29 (1). 

Not until such a hearing takes place does 
the registrant have an opportunity to refute the 
allegations which precipitated the Chairman's 
original order and not until the Chairman's reasons 
accompanying his decision are made known is he aware 
of the nature of the allegations. The original 


investigation may have commenced as a result of a 
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complaint received by the Commission but such a 
complaint is not a condition precedent to an invest= 
igation being undertaken. 

The harm done to the registrant by a 
cancellation or suspension of his registration is 
obvious but what is often not considered is the harm 
done to shareholders of the company whose shares the 
registrant has been distributing. Invariably in these 
circumstances the company is forced to discontinue 
its exploration programme due to lack of funds and. 
rarely survives under a change in financial sponsore-e 
ship. 

This practice as set out above has developed 
as a result of an interpretation which holds that the 
Chairman's order in the first instance is a purely 
administrative decision, and not a judicial or quasi- 
judicial one. Accordingly it is not considered that 
ordinary and accepted rules of reasonable notice and 
opportunity for a hearing as enunciated in a long line 
of English and Canadian authorities, apply to such 
decisions. 

It is submitted that any decision which 
purports to deprive a person of the privilege of 
participating in a type of business is, or should be, 
quasi-judicial in nature. If it is possible to 
interpret Section 8 taken in the overall context of 
the Act otherwise, it is further submitted that 
Section 8 should be repealed and re-enacted to provide 
for the universally recognized safeguards of individua 


rights. 


f 
\ 7s = Nant 
, eer ve oe vi ha) 
ao. 
a 
4 


. 7 a 5 
bf vr” 
Si tod — ia 
= - . i 


Bs nasse tud noteatmmod ost ohibeidedie: 


Sys: 
Pi eka 


-teevat me ot tnebsosrq nolttbroo s ton ak tatsfqmos 
wenettebay gated mottsst 


8 Yd dasittabzer offs ot snob misd sdAT 


et notisitefrge1 etc lo motaneqaua to moidsilileonso 

misd odd gt bevrebbeanoco ton metio el Jsdw gud evotlvdo 
edt sersde seodw yrsaqmos edt to arsblodersda oF erob 
\eeendd mt yvidsivsvel iwentdidindetb need esr trartatget 


euntdnooatb ot beotol ai yasqmos ens aeonstemvorls 


ssat bettimdva vedtast eat J& .eatwiedto JoA ert 


Bes ebawt to wosf ot ovb SME STZorwg nereseetede ect jOr 
=-yoanoga Istonsntl at eaneds s tebry esvivise ylerst at 
gine s 
| \peqeteven esd svods jvo tee as soltosiq etd wie 8S a 
end dadd ebfor rotdw notistorqrsint ms le divaet ses |b 
yfleviq s @k sonsteant teaxrkt sd¢ nt tebro 3 asmitedd iat 
| -geup to Estotbut s Jon bas  .méteatoeb eviterteatatmbs a 
tsd3 bevsbtanoo tom at tL YLgntbtoooA ere [stotbat iu 
bas esiton efdsnoassi ‘Io aeluir betqesos Has Yirsnibto at 
entl anol s mi bedsisnauns as giiisend s To? Yiioawdioqdo © ler 
fowe ot yviaqs aettitoniuve nistbsnsd bas detignd to ‘og 
| | .anoftetooh Wis 
. fotdw totetoeb yas tend bedtimdye ei 3T 9 =" © .ed Iss 
; to egeliving art to noeteq s evitarqeb oF esroqing os 
i .9¢ biyonds to pat eaemteyd to eqyt # nat anmtdsqtolLiisgq ee 
i ot efdierzog at Ji: ‘MW .stutsn at Istotbyt-resyp | 
ay to txetnoo [fayvevo odd nt newst 8 notsse® serqretat | 
| 
| 


Nethercut & Young 


A. 42 
Toronto, Ontario 


The new section might well follow Section 
23 of the Act and provide that where as a result of 
an investigation pursuant to Section 21 or 23 it 
appears that a violation of the Act may have occurred, 
notice is given that the legal and investigation 
branch intends to apply to the Chairman for an order 
cancelling or suspending the registration. Notice 
to the registrant setting out the grounds upon which 
such order is sought and setting a date for a hearing, 
should also be provided for. 

Admittedly this may entail considerabie 
alteration in several sections of the Act but it 
would be balanced by the adoption and benefits a a 
universally accepted type of procedure, which would 
ereate greater respect for the Commission among 
members of the industry. Any changes which bring 
the Act into line with accepted principles of justice 
must operate to the ultimate benefit of all. 

The Chairman of the Ontario Securities 
Commission has been quoted as saying that in general, 
broker-dealers sell from lists and do not have an 
established clientele. While this has been largely 
the case in the past, it is becoming increasingly 
apparent that in order to survive a broker-dealer 
must build up some sort of client business. The 
very nature and function of his business precludes 
a clientele with the same loyalty as that of a bond 
dealer but a clientele of sorts it must be. If one 
accepts this premise then it is obvious that a 


suspension of any kind would probably ruin him,and 
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these suggestions would provide some protection in 
the event that Commission action is based in the first 
instance on grounds which subsequently cannot be 
substantiated. 

While these comments apply to the Ontario 
Act they may, due to the similarity between ‘statutes, 
have wide application to other jurisdictions. The 
Association is particularly hopeful that all provinces 
will see fit to adopt legislation to give relief to 
the problems discussed here and in earlier sections 
or “brrl s’-brierm, 

The prospectus requirements of the Commission 
are eRNM and as has been noted have been widely 
adopted by other savitwarovnenis' The basic requirement 
is "full, true and plain" disclosure of all material 
facts in ‘connection with a given issue of securities. 
While "full" and "true", they may not in all instances 
be "plain". It is not surprising that purchasers 
experience difficulty with a prospectus, containing 
as it does a great deal of legal and technical materia 
A narrative method of presentation can result ina 
clearer understanding of the facts required by the 
statute. This does not mean, however, that the 
Association approves in any way of the Securities & 
Exchange Commission practice and attitudes toward the 
contents and form of the narrative prospectus. 

The escrow regulations presently in force 
in Ontario were established as a result of discussions 
between the Association and the Commission some years 


ago. (Appendix A). They are considered a fair 
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balance, protecting on the one hand the purchaser of 
the security and yet providing an incentive to those 
financing the company. The system of withholding 
release until certain minimum funds have been raised 
encourages financing and is superior to a system 
allowing for release solely on the basis of lapse 

of time. 

During the course of primary distribution, 
any material change in the company's affairs must be 
the subject) of an amendment to the prospectus, and 
where the, distribution is still in effect at the 
end of a year, a new prospectus is required showing 
all progress to date. These provisions assure nideisiae 
holders that funds are used for the purpose for which 
they are raised and also keep them informed of 
developments. A problem arises, however, when primary 
distribution ceases. After that time amendments need 
not be filed to record material changes and no authority 
has any jurisdiction over the company's directors. 

It is true that annual returns are required by various 
provincial and federal companies legislation but 

such returns do not contain pertinent financial 
information nor is a failure to file them followed 

by any HN UP penalty. The Association 

strongly recommends that legislation be adopted to 
make it obligatory for any company that has obtained 
funds from. the public, to file an annual or semi- 
annual return showing its financial position and 
account for expenditures. Such a return might also 


require particulars of any material change in the 
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company's affairs. The enforcement of such require- 
ments should rest with the agency under whose authorit 
the funds were originally raised. 

Quite naturally, the Association approves of 
the principle of self-government and believes that 
benefits of this principle have been amply demonstrate 
in the brief period since the enabling statute was 
passed. The most important feature of this system is 
that individuals experienced in the operation of the 
business and cognizant of the problems faced come 
forward to serve without pecuniary advantage or 
reward. Their understanding and knowledge is the key 
to efficient solution of problems the nature of which 
is obscure to those unfamiliar with the industry. 

The succesful administration of the securities 
industry in Ontario is largely attributable to the 
close degree of cooperation between government and 
business; a cooperation which would be virtually 
impossible without business organization of some kind. 

The Association may enact, repeal or vary 
any regulation only with the consent of the Commission 
Rules and requirements of the Board of Governors are 
another matter however, but even in this case the 
Commission is kept fully informed as a matter of 
policy. The administrative staff of the Association, 
as well as the Board; work very closely with the 
Commission officials in all phases of Association 
business including registration of brokers and salesmen, 
price spreads, releases from escrow, audit matters 


and investigations, 


z 


a 
i 


1 EE 
yg 


& 
a 
' 
i= 
ie 


) x prodtus ogotw sobre yooess edd diw Jaet bivode etasm 


a 


beatst yiisnigtve sxsw abr orld 
10 aevorqqs nottstoosad ent .yitsuutsm stisp + © 


jend pevetied bas dnemerrevog-Ifse To ef{qtomttq ert 


 pesacdeneiian yfqmes nmesd svsd elgtonixq etdd to etitened 
i esw etuisisa aniitfdsns ent esonta bolteq Teitid end at 
eft medeye atid % sistse?t dasdrogmi gaom sfT .bhesesq 
eid to motisteqo slit mt beoreltagxs eleybtivibaLt teat 
soo bsosi emefdorq end To doissingos bas eeenteud 

yo ogesdnsybs yvisinyoeq dyoedtiw sviee od biswiot 

| vex add et esbefwooN has antbnseterebay ifenitT .biswer 
dstdw to sists edt emeldorg “to neottuloe tnetortis o¢ 
yaiteubab edt ditw ustiime tae esodd of exvoudo ef 
soittinuoea ant to notitsudetinimbs [ntassova edt 

edt o¢ eldstudiatts yferntel ek ofrstnO al yuterbat 
bas tmomrtevog nesawied sottetsqood to sereb saolo 


vifsusrty ed pbivow dotdw moitetreqooo 5s iagentiand 


yusv to [seqoy .TOSMS yam molssiooasA eAT 
notsatmmod) edd to tresnos ent didiw yino notisliuger yas 
, eis eTontrevod to btsod edd to atnemertupe: bas eslvi 
edit easo eins at ii tud .sevewod itetism teritoms 
to teddsm s 88 bemrotnt yiint tqevt af aotagimnod 
| <motistooezA oft to Tiste evitsatetatmbs eT .yotlod 


add d¢tw yfeeols yrev wrow .brs0d edd es [Lew es 


mnor¢stooagsé to asesda [fs oak elstoiTio molesatmmod 


.oetN smoa to noitssinsygro seemteand Juodjiw eldiesogmi 


| ssainper dove to tnenmeoto ins ef? .eristts e'ynsqmoo = | 


. OF 


DEN 


lice 


Nethercut & Young 


Terente, Ontarie Meme 

Insofar as internal operation of the 
Association is concerned, investigative power is 
restricted to audit matters. Sanctions, in the 
form of expulsion, suspension, reprimand or fine, 
may be imposed for "unethical conduct", a term 
which embraces an exceedingly wide range. These 
sanctions are imposed by the Board and notice of any 
disciplinary action taken is communicated to the 
Commission. 

Before the Board will approve a new applican 
for membership the auditors retained by the Associatio 
must indicate that the minimum capital requirements 
of the Association have been complied with. This 
involves the deposit under an indenture of trust of 
the sum of $5,000. to be paid out only as the Board 
may direct. A further $5,000. must be retained as 
free net capital at all times and the Board, in 
interviewing the applicant, satisfies itself that 
further funds are present and available for capital 
outlay. While these amounts are not large in 
comparison to the assets of an exchange member or most 
investment dealers, such large capital requirements 
are not deemed appropriate. In this business, beset 
by many hazards, the willingness of a principal to 
risk his resources and time. consistent with a 
satisfactory knowledge and business reputation is of 
greater importance than substantial capital resources. 
A majority of the membership is, as a result, composed 
of small businesses. 


Salesmen employed by broker-dealers must be 
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acceptable as associate members. Training of salesmen 


is left to the judgment of the individual -broker- 
dealer but before an application is considered by the 
Board, the applicant must submit to written test and 


an interview with the Salesmen'’s Committee. 


Mention has already been made of the mechani¢ 


of price spreading. How big are the price spreads? 
This depends to some extent on what the broker=«dealer 
decides to take but, of course, cannot exceed the 
ceiling fixed by the Board. The Board's schedule of 
spreads is twice the option price up to 25¢ optioned 
stock and then it cuts down sharply on a sliding 
scale until on $1 optioned «stock the spread becomes 
equal to the take-down price. However, from 
observations, the over-all average price spreads for 
mining and oil issues are closer to lt or 15 times 
the option prices. 

There are many who feel that the existing 
price spreads fixed by the Board are too large but 
it should be remembered that a broker dealer's 
selling costs in financing a "grass-roots" mining 
or oil venture, particularly one.in'’a new and 
unknown location, are very high indeed and it is 
usually the small broker-dealer who co-operates 
with the prospector to do this kind of work; 

Selling costs are high because speculators don't 
like to risk their funds in ventures which may wind 
up in a total loss if nothing is found. ‘But the 
Board must fix a schedule of price spreads to make 


allowances for these cases so that it will be 
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financially possible for broker-dealers to assist in 
the exploration and development of raw prospect 
mining properties. 

The Association has authority and: control 
over a small pertion of the people who trade in the 
unlisted market. Such controliis exercised by virtue 
of reguiations made by the Board, 

Previous mention has been made of the 
comparative speed with which a material change in 
the affairs of a company can be approved by an 
organization which has the benefit of specialized 
knowledge and experience. The example cited was 
the filing committee of a stock exchange. It is 
suggested that comparable authority delegated to the 
Board of the Association would provide similar 
benefits in othe case of unlisted companies. This 
is not to suggest that present legislative requirements 
respecting prospectuses and the annual re-filing 
thereof should be altered. 
oPATISTICAL INFORMATION 

Satisfactory statistical information has 
been very difficult te obtain and in many cases is 
not available at all. Below are set out according 
tocyears, the total amounts» paid into company 
treasuries through the efforts of broker-dealers. 
it should be pointed out that these amounts do not 
inciude the distribution of listed securities by 
members of the Association whether members of an 
exchange or not. In many cases, members provided 


preliminary financing of companies which subsequently 
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became listed. Although the broker-dealer might have 
continued distribution, the amounts raised after 
listing are not included. It can be assumed that . 
were such information available the totals’ would be 


appreciably higher. 


L952 = $23,332,428, 
1952 = 12,452,686. 
1953 ~ 9,891,210. 
1954 = L4VOTA 5320. 
1955 i= °175243,750. 
1956 = ©9825 ,1625000. 
E957 “ 9,110,000. 
1958 = 15,452 ,000% 
r969.n = 195577 5°700% © 
1960 (UK B= 15,180,000. 
1961 = 9,565,600. 
Total = $160,940 ,000. 


Since there is no way of knowing at what 
prices shares were sold, no estimate can be made as 
to’ total public investment nor to broker-dealer 
profit. The Association has no control over the 
issuing company and no’ access: to their financial 
statements. Without this information, no°statistics 
are available as to the proportion of administrative 


to exploration expenditure. 
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CONCLUSION 

The tendency of most people, including 
those responsible for securities administration, is 
to view dealers who sell speculative securities with 
a noticeably critical eye. The criticism is to be 
expected when one considers that few of the ventures 
sponsored, succeed sufficiently to reward the 
speculator or even recoup his investment. 

The broker-dealer's compensation is also 
unfavourably compared with that received by dealers 
in more established securities. In this connection 
it must be borne in mind that firms selling establishe 
securities are rarely faced with the problems inherent 
in the marketing of speculative securities. The 
dealer who endeavours to raise capital for new 
mining and oil ventures however can initially offer 
nothing more than hopes. 

The relative difficulties between the two 
types of business are obvious. The line between 
enthusiastic selling and misrepresentation is a 
difficult one to draw or identify. Without the 
former no mining or oil ventures would be financed. 
The penalty for the latter is severe. 

Critics, always cognizant of the unfavourabl 
aspects mentioned above, overlook and discredit the 
constructive accomplishments of dealers in speculative 
securities. The fact that Ontario broker-dealers 
alone, in a period of eleven years, raised approximately 
$161,000,000.00 for unlisted junior mining and oil 


companies entitles this section of the industry to 


support and encouragement. 
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APPENDIX "A" 
POLICY OF THE ONTARIO SECURITIES COMMISSION IN RESPECT 
TO MINING AND OIL UNDERWRITINGS AND OPTIONS. 
(1) With respect to new issues, no shares shail 
be purchased, underwritten or optioned at 
less than 10¢ per share but, where an issue 
is not new, the Commission may exercise its 


discretion. 


(2) An option shall not be permitted without an 


underwriting for a minimum of $5,000. 


(3) Any underwriting shall be for at least 
50% payable forthwith and the balance 
within 60 days from the date of acceptance 
of the prospectus for filing by the 
Commission. Subject to adjustment in 


special circumstances. 


(4) Not more than 200,000 shares shall be 
optioned at any one price, provided that 
the Commission may exercise its discretion 
where it considers that exceptional 


circumstances exist. 


(5) The time for exercising the first option 
shall be.not later than six months from the 
date for completion of the underwriting and 
further options shall be completed at least 


quarter yearly. 
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(6) There shall be at least a 24¢ spread 
between each price range from 10¢ 50 20¢; 
at least a 5¢ spread between each price 
range from 20¢ to 50¢; at least a 10¢ 
spread between each price range from 50¢ 
to 80¢; and at least a o5¢ spread between 


each price range thereafter. 


(7) The spread on shares sold by an underwriter/ 
optionee to a sub-underwriter/optionee 


shall not be in excess of 1¢ per share. 


(8) The Commission will exercise extreme caution 
in accepting a prospectus for filing when 
more than 1,000,000 shares are underwritten 


and/or optioned. 


Vendor Interest 

(1) The vendor interest will be based on a 
sliding scale not to exceed 25% of a 
3,000,000 share company, 20% of a 4,000,000 
share company and 18% of a 5,000,000 share 
company. These percentages are yardsticks 
and special situations may call for variation 


either upward or downward. 


(2) None of the vendor's share interest in a 
new oil and/or natural gas company shall be 
free from escrow when the prospectus of the 
company is accepted for filing by the Commission 
and, with respect to other types of new 


companies, not more than 10% of the vendor's 


share interest shall be free from escrow. 
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Terento, Ontario 
Release of Vendor's Shares from Escrow 
(1) 011 and/or Natural Gas Companies 
(a) Twenty per cent of the vendor's shares 

shall be released from escrow when an 
oil and/or natural gas company is fully 
financed to drill one well (exclusive 
of the shallow Lloydminster type) and 
a drilling contract has been entered 


into therefor. 


(ob) An additional 20% of the vendor's shares 
shall be released from escrow when the 
first well (exclusive of the shallow 


Lloydminster type) is completed. 


(c) An additional 30% of the vendor's shares 
shall be released from escrow when the 
second well (exclusive of the shallow 
Lloydminster type) is completed. 

(d) The. remaining 30%: of the vendor's shares 
shall be released from escrow when the 
third well (exclusive of the shallow 
Lloydminster type) is completed. 

(e) The Commission will exercise its 
discretion in the release from escrow of 
vendor's shares of oil and/or natural 
gas companies engaged in the drilling 
of the shallow Lloydminster type wells. 

(2) Other Companies 
(a) One vendor's share of companies other 


than oil and/or gas companies, except as 
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Terente, Ontaric 
provided in clause (b) below, may be 
released from escrow for 
(i) every 4 shares purchased from the 
treasury of a 3,000,000 share 


company; 


(ii) every 5 shares purchased from the 
treasury of a 4,000,000 share 


company ; 


(iii) every 53 shares purchased from the 
treasury of a 5,000,000 share 
company , 

and the relase from escrow of the vendor's 

share of companies with other capital- 

izations shall be in a similar proportion. 

(b) The Commission will exercise its 

discretion in the relase from escrow 

of vendor's shares of companies which are 

engaged in both oil and metal mining 


ventures or other exceptional cases. 


(3) Before consenting to the release from escrow 
of vendor's shares, the opinion of the 
appropriate Stock Exchange will be sought by 
the Commission when dealing with listed issue 
and the opinion of The Broker-Deailers' 
Association of Ontario will be sought when 
dealing with unlisted issues which are being 
sold to the public by any of its members. 
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studying the Gait hk Gee ee sheet in order 
to ascertain what progress has been made in 
financing an operation and, in taaieton® 


consideration will be given to other progress 


made. 
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Ottawa, Ontario, 
Monday, 
January 7, 1963, 


--- At 9.15 A.M. the hearing resumed. ' y 


THE CHAIRMAN: We will call the meeting 
to order. This morning we have a Submisston from 
the Department of Finance. Mr. Taylor, Deputy Ministe 
of Finance, will make an Opening statement, I 
understand. Perhaps you would first introduce the 


members of the department. 


SUBMISSION OF 


THE DEPARTMENT OF FINANCE 


APPEARANCES 

Ke WwW. Taylor - Deputy Minister, 
Department of Finance 

A.F.W. Plumptre - Assistant Deputy 
Minister, Department 
of Finance 

EH. R. Balls - Comptroller of 
freasury, Department 
of Finance 

G.G.E. Steele - Assistant Deputy 
Minister and 
Secretary of the 
Treasury Board. 

A. B. Hockin - Director of Financial 


Affairs and Economi 
Analysis Division, 
Department of Finante. 
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MR. TAYLOR: Yes, I would be glad to do 
that, Mr. Chairman. I would like to start’ off, Mr. 
Chairman and Commissioners, by saying that in 
appearing before the Royal Commission on Banking 
and Finance I think we should emphasize it is necessary 
for us as government officials to limit our state- 
ments and evidence to factual and descriptive and 
explanatory information. It cannot be our duty 
or function to appraise government actions and 
policies, or to express views as to their merits, 
or even to say what we should do or are going to do; 
nor can we make any recommendations. 

In response to communications supplied 
to us some months ago by the Commission staff, we 
have submitted to you, sir, a group of factual 
and descriptive papers. I could just read the 
titles of them: 

The first. ison budgetary revenues 
and expenditures from 1926-1927 to 1961-1962. 

The second is procedures in preparing 
the annual budget. 

The third is on cash management in 
the federal government. 

The fourth is loans by the chartered 
banks guaranteed by the government of Canada. 

The fifth is the relations of. the 
Department of Finance with other departments and 
agencies having special financial responsibilities. 

The sixth is the relations of the 


Department of Finance with Crown agencies. 
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The seventh is a section on the Emergency 
Gold Mining Assistance Act. 

Number eight is relations of the Department 
of Finance with the provincial and municipal govern- 
ments. 

The ninth is the international financial 
relations Of the Department of Finance. 

We have in addition supplied a con- 
siderable amount of statistical material as 
requested by your research staff, and we shall be 
glad to do our best to supply as quickly as possible 
any further information or material that the Commissian 
or staff may require. 

I have asked to attend this session 
with me four of my colleagues, each of whom is 
an expert or, at least, a thoroughly well-informed 
person in certain special areas, and as your 
questions develop, I shall from time to time ask 
them to provide answers orto supplement my answers, 

On my right is Mr. Plumptre, Assistant 
Deputy Minister, to whom the various groups and 
sections of our department dealing with financial 
affairs, economic analysis, and external aid, report. 
He is also an executive director of the International 
Monetary Fund and International Bank for Reconstructian 
and Development. He is, as you probably know, a 
former professor at the University of Toronto and 

author of a number of well known books and papers 
on central banking in the major countries of the 


world. Thirty years ago he was the assistant sec- 


: iy 7 ’ 
x fe ty - @ Sy. i“ Pus 7 io 


“vonsgren edd mo nottose s al dinevea pn 
TOA a nsieiniiiatiaaiainias, bLlop 


emdisqed add to anotisfex ai tdgte sedmyi 


2 | ~rievoy Isqtotmum bas [stontvorg edt A¢iw oonsatt to 


.ednom 


| fetonsntt fganotisnistat oft ef dtnia sd? 


.eonsntt to tnemdtsqed oft TO aenotisior 
-m09 s beliqque molitbbs at svad sw 
es Isttedsm [sotteliste to gavoms olfderebte 


sd [{sde ow bas .Tiste dotseast swey yd bsteeuper 


|; efdieeog as yINolup es ylqque o¢ teasd two ob o¢ balx 


pp tee tumod edd dgsds Istusism to mottsmrotat coc? Yas 


etiype: ysm tIsde vo 
aolewsa efdy bastits o3 betas eved T 
el monw to dose .esygselioo yr to moet em ditw 
bemiotni-ffew yidguertods s .dasel ge .10 d1eqxs As 
TOY &8 bas .esor1s I[stosgqa aisdieo alt moairsg 
Nes omic ot semis mort [f{sda I .goleveb anotdaeup 
~Bt9wens Ym Jnemelqqua of yo Saiswens sbivotg ot med? 
dasvelasA .ortqmuld .1M ef tdgtx ym ao 
bas equery avoitrev edt modw od .tedeinim ysuged 


fslonsnét dotw anitissb Jasudrsqeb suyro Io enolsose 


~ 


-JSxtoget .bis isatetxs bas .ateyisas Simonoss .aifistts 


| | Lsnoitsaredal edi to tojsoertb svitwoexs os offs ef oH 


AR 
0 


i .: 


“i? 


| -968 énssa tees sdt BBW ed ogs ersey \ttdT ~ -birow 


ivouisenooeh tot Ans@ Isnotismiestnl bas bau® yietenoM 
§ .WonN yidsdotq voy es .et oH .tnemqofsved bas 


bas otnotoT to ysterevinw edt ts toBsestorq ism 10t 


ont to eetitnawos totam ond mr gatined {[s1j3a99 a0 


eaisqsq bas edood mwond [few to tedmun s to tontus 


Nethercut & Young - 7260 - 


Terente, Ontaric 
retary of the Royal Commission on Banking" and Currency. 

On my left is Mr. Balls, the Comptroller 
of the Treasury. Included in his very wide areas 
of responsibility is our daily cash management and 
general cash administration. He was for many years 
on the staff of the Auditor General. Later. he 
became the director of financial administration and 
accounting policy in the Department of Finance. Since 
1958 he has been the comptroller of the Treasury. I 
eould add, perhaps, he is also a recent past president 
of the Institute of Public Administration:.of.. Canada. 

On Mr. Ballis' left is Mr. Steele, 
Assistant Deputy Minister of Finance and the Secretary 
of the Treasury Board, one of the most important staff 
groups in the public service. He served overseas in 
the R.C.A.F. in the last war and then attended the 
London School of Economics. He joined the Treasury 
Board Staff as a relatively junior officer in 1951, 
and in 19601 he became the Assistant Deputy Minister 
and Secretary of the Treasury Board. 

On Mr. Pliumptre's right is Mr. Hockin who 
is director of our, Division of Financial Affairs 
and Economic Analysis, and in Mr. Plumptre's absence 
he acts as second in command of that group of our depart 
ment. He served as a member on the finaneial and 
economic side of our N.A.T.O. mission in Paris for one 
and a half years, and later was the financial counsellor 
at our Washington Embassy and our alternate executive 
director of the International Monetary Fund, and 


International Bank for Reconstruction and Development. 
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Perhaps I could end up by saying that 
last night we were informed of the general items and 
topics on which you and your colleagues are likely 
to be questioning us. _.. Some of these may be rather 
complicated or complex questions. We will do our 
best to answer them, but we may have to indicate 
from time to time that we will have to polish up our 
answers a little later. 

Thank you, sir. 

THE CHAIRMAN: We will now proceed with the 
discussion. 

COMMISSIONER GIBSON: Mr. Chairman, like 
the other commissioners, I have read the papers that 
the Deputy Minister has presented with mueh interest. 
I would like as a start to ask you some more questions 
on the subject of debt management and the function of 
the department in debt management and how this 
function actually works out. We have heard a lot in 
our hearings thus far about the importance of debt 
management in relation to monetary policy, and this 
is particularly so from a number of foreign. witnesses 
that have appeared before us, and this is one of the 
reasons we would very much like to have your views 
on some of these matters, 

I wonder if you could start by telling 
us what, in terms of the thinking of the Department 
of Finance, is included under the heading of debt 
management. To elaborate a little, obviously new 
issues of securities. Do you think in terms of an 


appropriate yield curve, or is that something outside 
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the bounds of your thinking on debt management? Could 
you give us a little definition? 

MR. TAYLOR: Mr. Gibson, debt management 
could be a little hard to define. It can’ be a very 
broad subject, or it could be defined in much more 
precise terms. In a sense, debt management is 
Yevow, an overlapping part of general fimancial 
and even economic policy. In a particular sense, 
when one thinks in terms of particular actions in the 
area of debt management, it is related to our current 
and future cash requirements and cash management. It 
ties in with and is closely related to certain aspects 
of monetary policy. It has certain aspects in 
relationship to international balance of payment. 

In other words, it interlocks with almost all aspects 
of financial and economic policy. 

In the narrower sense it refers, of 
course, to the nature of new bond issues; the overall 
pattern of our debt to the appropriate relationship 
between short term, medium term and longer term bond 
issues, There is the technical nature of security 
issues; should they be what you might cail orthodox 
bonds or standard bonds? We have had certain issues 
with optional Be ee ee or optional extension 
dates, and so on. The field of debt management also 
includes the operations of the purchase fund and the 

securities 

/investment account, Sinking funds, and soon. We 
do not have a division or department that -is labelled 
the division of debt management. That is very largely 


my personal responsibility. Mr. Hockin is, to a very 
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considerable extent, the one who pays more detailed 
attention to it and does a lot of work in that area, 

COMMISSIONER GIBSON: His work would 
be particularly concerned with new issues and refundings 
of securities, would it? 

MR. TAYLOR: Well, it includes almost 
a continuous tYinking about the appraisal of the bond 
market, the prospects of prospective requirements in 
new issues, and so on. We work pretty closely with 
the Bank of Canada which is the agent of the Crown 
in this area and which handles all the actual issuing 
of securities, 

COMMISSIONER GIBSON: Could you give us 
an illustration by, say, describing what happens 
in a case of new security issues -- the various 
offers that are taken, carrying that through to 
what goes to the market. 

MR. TAYLOR: I could start off by saying 
the Minister of Finance, of course, is kept continuously 
up to date on impending maturities, on new cash 
requirements, and so on, and he is supplied with 
the essential information on a fairly frequent and 
continuous basis of what our cash requirements are 
likely to be, and what the maturing dates are, 
Periodically we discuss with the Minister the general 
outlook of probable ways and means of meeting the 
cash requirements, 

COMMISSIONER GIBSON: "We" being the 
senior officers of the Department of Finance? 


MR. TAYLOR: And usually ond or more 
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senior officers of the Bank of Canada -- in fact, 

almost invariably. The cash requirements are largely 

prepared by the comptroller of the Treasury, and 

are put before the Minister, not once a week necessarily 

but at reasonably frequent intervals, and’ usually based 

on a monthly forecast for six to se: months ahead 

all the time. Then, at fairly frequent intervals, 

as part of our regular sessions with the Minister on 

a great variety of subjects, we bring up the matter of 

future financing and indicate the kinds of problems 

and matters that are going to arise in the course 

of the next few months or the next few weeks, 
COMMISSIONER GIBSON: This is a general 

discussion with various people's opinions expressed? 
MR, TAYLOR: Yes. In other words, the 

Minister then is fairly steadily and continuously aware 

of the new issue problems that are going to arise, 

AS you know, when a government announces it is going 

to bring out a new issue, it normally makes the 

announcement about two weeks before the delivery date. 

Let us assume, for example, there is a maturity that 

is due on, say, the first of June: usually, early in 

May we will have a discussion with the Minister and 

with our colleagues from the Bank of Canada on what 

generally seems to be the appropriate pattern of a 

new issue, Then we normally, as you know, announce 

the new issue precisely at nine o'clock on Monday 

mornings; that is not invariable, but that is the 

usual practice, In the last couple of years or so 


we have made a general announcement late on Friday after 
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noon that on Monday morning we will be announcing the 
detailed terms of a new issue. I am moving backwards 
here, Monday is the announcement, but on Friday 
afternoon we give advance information that there will 
be an announcement. All government issues have to 

be approved by the Governor inC:ouncil. That means 
that normally the order in council approving a new 
issue has to be passed on the Thursday beeause we 
cannot formally print the jee and circulate 

it. to the Bank of Canada agencies across the country 

until we have the approval of the Governor in Council, 


So, not later than Thursday, the Governor in Council 


passes the order in council, 
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Then, usually on the previ dus weekend we have a 
discussion with the minister and get his 

approval of the pattern of the bond issue. Then, 
usually on the Wednesday afternoon we have to reach 
decisions as to the exact pricing of the new issue 
for submission to Cabinet m Thursday morning. 

To reverse the timetable: we discuss: it. on 
the Friday and Saturday. Then possibly on Monday 
morning the minister approves the nature of the issue, 
On Wednesday we submit the recommendation and he 
approves the exact pricing of the issue. On Thursday, 
the Cabinet passes an order in council, and on Friday 
afternoon we announce there is going to be an issue, 
and on Monday morning there is an issue. We do vary 
from that procedure, but that is generally what is 
done. 

COMMISSIONER GIBSON: From time to time you 


have periodic meetings to discuss what is the debt 


management situation and so on. These meetings do not 
always result in a decision to go ahead with your issue. 
When you find there is a problem of raising some money 
a month or two ahead, what hapens in the period between 
the time you discuss that problem that you are looking 
at and the time the minister approves the general patte 
of what you propose to do? 

MR. TAYLOR: I did not mean to imply that we 
had periodic meetings dealing with debt management. We 
have regular meetings with the minister, at very frequent 
intervals, maybe three or four times one week and once 


or twice the next week. The minister has other, 
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things to consider besides debt management; but at these 
meetings we deal with a variety of matters on which a 
minister must make decisions. 

COMMISSIONER GIBSON: You don't have Special 
meetings at periodic intervals about this kind of thing? 

MR. TAYLOR: No, we don't have any regular 
session just on debt management. 

COMMISSIONER GIBSON: When you do have a 
meeting, and the minister decides there is to be a 
new issue, and plans have to be made for one looking 
ahead six weeks or two months, what happens next? Who 
goes to work and sets up the plan? 

MR, TAYLOR: There is no regular timetable, 
but there is continuous contact between Mr. Hockin, 
for example, and theSecurities Section of the Bank of 
Canada. They are in touch with each other by telephone, 
or they have lunch together. I would Say they are on 
the. telephone at least two or three times a day, is that 
so, Mr. Hockin? 

MR. HOCKIN: It varies. 

MR. TAYLOR: It varies a good deal. 

Normally, the Governor and myself moet a week, 
ten days or two weeks before formal decisions have to 
be reached, and the governor brings a number of his 
senior officers with him, and I usually have Mr. 
Plumptre and Mr. Hockin with me. We sit down together 
for twenty minutes to an hour and a half, depending on 
the nature of the thing, and we talk over the problem 
as it appears to us and the pattern we should be thinking 


of. 
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The Bank of Canada officials, who are the agents 


of the Crown in this area, normally prepare the documents, 
3 putting up the precise pattern they think is appropriate 
4 to the current situation. When it is discussed it may 

5 be modified by the officials. Finally, the matter is 

6 put before the minister, usually with an indication of 

7 what we think is the best way of handling it; but, al- 


8 most invariably we will say, "if you do not like this 


9 particular line, here are some minor variations, or 

10 an alternative." 

11 COMMISSIONER GIBSON: Do you expect the Bank 

12 of Canada Department of Securities to come to you people 


13 with suggestions and proposals in this area? Do you 

14 watch the market and sense what is happening? 

15 MR. TAYLOR: Certainly I take a good deal of 
16 interest in the general tone of the market. I get daily 
17 reports as to how the market has been behaving, and if 
18 there is anything moving sharply up or down , I have a 
19 direct telephone line to the Bank of Canada, and all I 
20 have to do is pick up the receiver, or they pick up 

1 theirs. Of course, if everything is quiet and nothing 
22 is happening, I don't hear much. 

23 We do have some formal meetings on these 

24 things. Mr. Hockin and his opposite number are in almos 
95 continuous contact. JI am in almost daily contact 
26 with the Governor - not always on debt management, but 
27 as a director of the Bank of Canada I attend meetings 

28) every week, I go to see Mr. Rasminsky 
29 or he comes to my office. We have many things 


30 to talk about in addition to our debt management. When 
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we have these meetings, we are in fairly continous 
contact. As we are breaking up, I may make a remark 
about the bond market, or Mr. Rasminsky may make remarks 
about how he sees the bond market. 

COMMISSIONER GIBSON: In other words, there is 
a great deal of contact back and forth, both at the top 
and just below it? 

MR. TAYLOR: Yes. 

COMMISSIONER GIBSON: Who does the digging, 
the dog work? Who comes up and Says, here is an idea? 
Is this largely done in the Bank of Canada or in the 
Department of Finance? 

MR, TAYLOR: I think I am correct in saying 
-- Mr. Hockin will correct me if he thinks he has got 
more detail on it -- most of what we might call literal 
research, the piling up of statistics and so on, is done 
in the Bank of Canada. 

I may say, I am in fairly frequent contact 
with the bond market, in the sense that at least once or 
twice or three times a week people drop in to see me, or 
I talk on the telephone. In the case of Mr. Hockin, I 
think that he is in far more frequent telephone and 
personal contact with the investment dealers in the bond 
market and the investment section of the chartered banks. 

So, our officials do not compile statistics 
or do research in that sense, but they do give alot of 
thought to and keep themselves aware of what is going on. 

COMMISSIONER GIBSON: In other words, they do 


research in the sense of producing ideas rather than 


digging up figures, 
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Mn, TAYROR:” Yes. 

IT will make another point: I have a meeting 
that lastsfor twenty minutes to an hour every morning 
with my Assistant Deputy Ministers and one or two other 
senior officials - Mr. Hockin is nearly always in 
attendance. At those meetings each of my Assistant 
Deputies brings up the matters that are looming up. 
Some days I may hear from the Deputy Minister of Taxation; 
other days I may hear from Mr. Hockin, as to what is 
going on in the bond market. In this way some ideas 
are tossed back and forth. 

COMMISSIONER GIBSON: Perhaps I could go on 
to a little broader aspect of this question, by asking 
you for your view in regard to considerations lying 
behind debt management. I suppose the real problem of 
debt management is the fact that the debt always shortens 
automatically, and some way either you have to check 
this process or occassionally try to lengthen it. 

From your point of view, in doing this there must 
always be a question of balance between the desire to 
keep the cost of debt down and the desire to prevent 
debt from becoming unduly liquid. They are two 
considerations. Would you say a bit about the kind of 
eonsiderations that enter into your thinking 

in weighing cost against liquidity. 

MR. TAYLOR: Well, they will of course, vary 
a good deal, depending upon the nature and general 
atmosphere of the bond market. One cannot operate the 
public debt on the assumption that vou must always have 
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and five years, and so on, but one has to give a fair 

amount of thought as to the problem of:-having the issue 

bunched together. When a new issue is being planned, 

one has to give careful thought to quite a variety of 

considerations. For example, what is the general tone 

of the market? re The market may be such that 
at the first of June we do not want to put out an 

issue, but #f we had a $300 million issue maturing 

on June the first we would have to make a refunding 

operation on that date. 

The way in which we acquire additional net 
new cash is given a great deal longer consideration. 

For example, if on June 1, we have a maturity of $200 
million, and we consider that we need an additional 
$100 million of cash, we would normally plan to add 
that $100 million to the issue of June l. 

When we come up to the exact time, we would 
have to give some rather careful thought to whether we 
would make the new issue for $150 million. We might 
consider that a $150 million would be an awkward issue 
for the market at that time. So, we have to play it by, 
ear to a certain extent. 

COMMISSIONER GIBSON: When you come up against 
a maturity, of course you have to meet it, and you may 
need some new money at the same time. However, you stil 
have to face the question of whether you are going to 
turn it over on a short refunding or try to lengthen it. 

Would you say a little bit about the 
considerations that guide you in deciding the kind of 


refunding you would seek on a new issue? 
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MR, TAYLOR: We would be guided by both points 
you have mentiomed yourself. There is the desirability 
of having the pattern of debt reasonably well spread out 
On the other hand, at certain stages of the economy, 
the market may have very little interest in long 
term, and is only interested in short term. 

As I think is well known to you all, in recent 
years -- that is within the last five or six years -- 
most of our issues have been in two or occasionally 
three packages in the pattern. In other words, if we 
are having a $300 million in issue we may have a 15- 
month, 18-month or 20-month bond offering, three years, 
five years or seven years; we may offer bonds over ten 
years or over fifteen years. 

We do weigh these considerations very care- 
fully. We, of course, give a fair amount of weight 
to what we think will be the market reaction to the 
output of this sort of pattern; we also give a good 
deal of thought to the rather longer term aspect of 
the total debt structure. 

COMMISSIONER GIBSON: When you say "total 
debt structure" you are not talking just about the debt 
of the Government of Canada? 

MR. TAYLOR: I mean the debt of the Government 
of Canada. 

COMMISSIONER GIBSON: You are thinking of 
the provinces and municipalities from time to time? 

MR. TAYLOR: I thnk you will recall tha” the 
former Minister of Finance,Mr. Fleming, on at least 


two occasions pointed out that we were staying in the 
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so called shorter end of the market, or the mid-term 
segment of the market, in order to make it more 
readily possible for the provinces to put out their 
longer term market bonds. 

So, we do give a fair amount of consideration 
to the probable requirements of the provinces and the 
municipalities. 

COMMISSIONER GIBSON: When you are thinking 
in terms of lengthening the maturity of debt, or 
preventing it from getting shorter, which you have to 
think about to some extent, what are the main consider- 
ations? Do you try to take advantage of possible market 
opportunities? | 

To what extent do you gear your thinking to 
the. needs..of, stabilization? There seems to bea .... 
potential conflict here. 

MR. TAYLOR: As I said in the opening sentence 
of my reply to your first question, debt management, 
in our judgment, is an integral and overlapping part of 
the total financial and even economic policy. 
.Therefore,we do have these matters quite clearly in our 


minds. 
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COMMISSIONER GIBSON: Yes, but suppose 
you have a situation in which it would obwiously be 
in the interests of refunding debt at a good rate now 
but in view of the economic situation it would not be 
a good thing to do at that time. Generally, I 
am thinking of a period which might be a wood time 
for refunding and reconversion of a debt but it might 
alse be a fairly flat time, and a long period might 
elapse before business got going again and there was 
plenty of money around. Such a time might not be 
the best time to do it from the standpoiné of economic 
stabilization. The better time from the joint of view 
of economic stabilization wuld be when ‘there was a 
certain amount of momentum and there would be nothing 
against putting - little brake pressure on it. Would 
these kinds of considerations enter into the conflict, 
or enter the picture very much? 

MR. TAYLOR: All I _— say*is that I 
think we give, in our judgment, reasonable weight to 
all aspects of the problems involved. If. for example, 
on the basis of what you call theory, or theoretical 
statistics, you think we ought to have more longer 
term issues but the long term market is pretty sick, 
then there is obviously no point in trying to place 
$100 million of long term bonds on the market because 
you will not get any offers. Even if you put ona 
very high yield in such a case you will often get little 
response from the market -- that is, if tke market 
is just not interested in the long term bonds. 
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I might call free advice from our friends: in the invest- 
ment market, Usually the market knows, if we have a 


June 1 maturity of 2 or 3 hundred millions, that at about 


May 15 we will be announcing the new bond- issue, and 
from May 1 on dealers are in very frequent contact 

by telephone with both the Bank of Canada-officials and 
our officials saying what they think will be the best 
kind of offering. I might say that that comes mostly 
from Toronto and Montreal, Mr. Brown; we do not always 
get calls from Vancouver. 

COMMISSIONER GIBSON: We have had reported 
to us on a number of occasions that debt management 
policy can be used as a major adjunct to monetary policy, 
that changes in interest rates form the central machinery 
through which monetary policy works, and that an active 
debt management policy designed to change interest 
rates, operating in the interests of monetary policy 
and economic stabilization, can be very effective. 

I am not expressing a view on this. This’ view has 

been put to us a great many times. What I am really 
asking you is: Do you approve of deliberately using 
interest rates through debt management as*an instrument 
of economic stabilization, apart from the usual 
purpose of debt management which is, I presume, to 
minimize the cost of debt? 

MR. TAYLOR: Of course, mometary policy 
and debt management policy have an important influence 
on the whole interest rate structure, I’ do not think 
that either the Bank of Canada or the Minister of 


Finance can completely control the whole interest rate 
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structure. 

COMMISSIONER GIBSON: No,=but they 
can influence it. 

MR, TAYLOR: Yes, they can influence it, 

COMMISSIONER GIBSON: That’ is all this 
theory suggests. It suggests that by a debt management 
policy that is geared to monetary policy, the monetary 
policy can.be made more effective, That is really the 
argument. But, this is an argument which; .in effect, 
says that at times securities should be put out when 
interest rates are rather high and when they will make 
interest rates higher, and I got the impression from 
what you said a minute or so ago that such were times 
when you would not be enthusiastic about putting out 
new issues, 

MR. TAYLOR: Well, it is not necessarily 
a concern about raising interest rates, or affecting 
interest rates, but there are occasions -- they are 
not too frequent, but there are occasions» -- when our 
best advice and our best appraisal is that the market 
is simply not interested in long term issues, and 


on such occasions we would not be prepared to offer 


alarge long term bond issue. 


In August, 1956 we offered a lomg term issue 


due 1998; speaking from memory, 

we offered $350 million and the total subscriptions 
were a great deal less than. what we offered. 

we finally placed $250 million. I might say -- I 


cannot give you exact figures -- that that $250 million 


| tf someufiat meso yedd .esY 


a 


Be 
m 


> 
o 


2 
i 


- 
7 


— 


a. | montetm setaliacie tsdd -- sit 28x9 yoy evlg Jonsis: 


aks 


be 


obs oe all aur” 
a 9 dou te 


see 


vend dude.om :M0O@GID. AHMOL22IMMOD 8 uy 


«ti sonenpltat aso 


sHOTYAT AM 


efdd [fs at WsdT :MOcdID HAMOLCaTMMOD 
dnemegsnsm ddeb s yd dandd adeeggue tT 
yustenom odd .yoifog yrstemom ov berse9 at tsdd yotilog 
efld yvilsex af sat »evisgostte etom sbam od mso yoitog 
setostie af cCdoitdw tnemugis as ei afd? .du@ ,dnemygrs 
nodw suo tdeq ed blyore wins Miiatadi aomtsi gs tsdt eyse 
sism [fiw yedd aedw bas dgid stedist sts soetst saorotal 
mort aofaassergqmit ony tog I bas .tsdgid estas taonstat 
gomic sxsw dove Jsdd ogs o2 10 odunim s bisa voy Jsdw 
duo gaiviue iueds oitasiaudias ed gom bivew voy _— 
aovaal wert 

ylltsaesoon tom al Ji ,.[feW sHOTYAT .AM 
ganitvostis to .eets: sveovetal gateisy tuods smigonoo. s 
sis yedd -- esofasooo ets sxedd dud .seds1 teerstat 
190 ferw -~ enoleasooo sts eres wud ,vasupert ood gon 
Jontenm odd dedd et [saisigqgs deed wo bas sotvbs teed 
bas ,2oneel mst gnol al betesnstni ton yigqmia et 


xrsiio. ot bexsqouq od dom blyow sw enolasooo dova ao 


ones! bood mist gaol syistos 


sveel misd gnofl s beteltto ow gzer  tesgvA ot 


~Vtomenm mort gartdseqa ;S8eOL sub 


anoliqinvoadve Istot edd bas aotiitm OeEs berstto ow 
-botetio ow ¢sdw nasdt asel Isob desig & ST9W 


I -+ ysa deigion 1 eMoiflin 08s Pues MiLsntt ow 


~~ Lie 


x oo ing 


oo et me Ps ee awe ae ae 


avaogaue yroodt 


“00 
Lion 


@ 


5 6 


jas 


: 


} 
c 
= 


f 


le. 2 
| an 


Nethercut & Young ca L2b7T im 


Torento, Ontaric 


was not entirely bought on the open market, 

COMMISSIONER GIBSON: But sou will. not 
say that that was because interest rates were high in 
themselves? You are saying the market was. not settled - 
om are ‘Ganas two things closely related? . 

MR. TAYLOR: The tHeBsesesyhe 3 3f4 
per cent, which was offered as a small discount. Am 
TI not correct, Mr. Hampson? 

MR. HAMPSON: Tt was offered to yield 
3.90. 

MR. TAYLOR: Yes, that was, in our 
judgment, a pretty attractive rate at that time. The 

market 
long term /rate at that time was around 3:60 or 3.65 -- 
at least, well under 3.90 -- but it happened to 
be an August issue and perhaps a good many of the 
dealers were up in Muskoka or some place. Anyway, 
the reaction from the market was very negative. 

COMMISSIONER LEMAN: Can I-interject 
something here, Commissioner Gibson? 

COMMISSIONER GIBSON: Yes. 

COMMISSIONER LEMAN: Mr. Taylor, you 
have talked about a lot of meetings to cansider what 
you should do when you are thinking about new issues. 

I would like to put the question a little differently. 
Are there regularly written reports by some research 
department, say in the Bank of Canada or*in your 
department, which systematically appraises past per- 
formance and possible new patterns for debt management, 
with all the considerations that should be taken into 


account and very carefully analysed, put before you 
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so that you may appraise the matter and thus place your 
views before the Minister? I am thinking of real 
carefully written reports putting the whole subject 
down in black and white instead of merely discussions? 
MR. TAYLOR: IL would say, broadly | 
speaking, no. There are certainly no regular written 
documents, I do not want to draw too heavily on the 
Glassco report which said that we have too much paper 
in the files. Perhaps Mr. Hockin would like to comment 
on that. I get some, what you might call,notes but I 
written 
do not get any regular/analyses of what has been happen g 
or of what is likely to happen in the market. 
MR. HOCKIN: I do not think there is 
much I would add to that, Mr. Chairman. The situation 
is that we, in conjunction with the Bank of Canada, 
follow daily developments in the market. We are 
aware of those through the bank's immediate contact 
with the market. We get reports from it-on a daily 
basis about developments in the market, but in terms 
of reports,such as Mr. Leman suggests, analysing the 
past and setting out the future with all the con- 
siderations that would go into them -- well, this 
matter is dealt with by discussions rather than stacking 
up a lot of memoranda. In the discussions all the 
participants throw in various considerations which 
they consider important, and then the results come 
out in the form of a recommendation to the Minister, 
but those recommendations do not arise originally, 
except in very occasional circumstances, from a written 


memorandum. 
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COMMISSIONER GIBSON: Mr. Taylor, could 
we put this question we have been discussing in another 
way? What IL " really asking you is: Which of the 
two considerations, interest cost or economic stabilization, 
is the sort of prime consideration in debt management 
policy? 

MR. TAYLOR: Interest costs or --- 

COMMISSIONER GIBSON: --- or economic 
stabilization, Do they not conflict at #imes? 

MR. TAYLOR: I suppose they sould: yes, 
but when you are reaching a decision on a bond issue -- 
not just on this bond issue but when you are looking 
ahead over the next eight to twelve months -- you 
have to include in your consideration an appraisal 
of a great variety of factors, and certainly economic 
stabilization, interest rate structures, ‘the effects 
on the market, the implication it has for other 
porrowing requirements and for other borrowers, are 
all matters which you do not write out in detail 
but which you give a pretty broad degree’ of consideratiaqn 
Tos 

COMMISSIONER GIBSON: Would you say int 
one is more important than the other -- that is, as 
between interest costs and their contribution to 
economic stabilization? 

MR. TAYEOR: I think that that varies 
again with the general situation. There are times 
when you would give rather more weight to the interest 
rate structure, and at other times you would give more 


weight to the effects on the general economic atmosphere 
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COMMISSIONER GIBSON: To turn the questio 
around, do you think taking the longer view that the 
servicing of the national debt would cost more if 
policy in regard to debt management were largely 
dictated by reasons of economic stabilization? In other 
words, if at certain times you put out a nrane ee 
interest rates appear to be high in the long.run do 
you think there would be any real difference? 

Mi TAYLOR: I fing 16 very aaa to 
give precise answers because my experience over the -- 
I have been Deputy Minister for ten years, and my 
experience has been that no two years have been the 
same, and that the situation is shifting a good sayy 
from time to time. 

COMMISSIONER GIBSON: Let us build up 
a sort of extreme example. On ee hand you could 
conceive of a national debt policy whichis designed 
only to keep interest costs as low as possible in the 
short run, and which you would, therefore, try to. 
refund or try to convert when there was a lot of 
money around and interest rates were low; and pressure 
of demand as, but you would not do this 
kind of thing when interest rates are higher. That 
is one extreme. The other policy might be one 
of looking closely at economic stabilization which 
would mean that at certain times you woukd pay more 
for money than you would under the other course, but - 
the first policy might ultimately lead to the investor 
feeling that he was always getting securities at the 


worst time. What I am asking you is this: Is there 
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necessarily a great deal of difference in the very 
fundamental conflict between the cost consideration 
and the economic stabilization consideration, 

MR, TAYLOR: I will put it this way, 
that because of the fairly substantial increase in 
the overall public debt in recent years we have been 
interested in -- and we are doing our best in this 
respect -- feeding out longer term issues whenever it 
seems reasonably possible, or whenever we feel they 
would be reasonably well accepted. As you know, we 
have had occasions when we have put out long term 
debt ylelding over 54 per cent at a time when we could 
have borrowed in the shorter area at an interest rate 
of probably a full point or a point and a half lower, 
Of course, there are occasions when the short term 
market rate is higher than the long term market rate. 
It does not happen very often, but it does happen from 
time to ee 

COMMISSIONER GIBSON: In the discussions 
between your department and the Bank of Canada, do you 
find that your people are more frequently taking the 
interest cost point of view, and the Bank of Canada 
more frequently taking the economic stabilization 
point of view? 

MR. TAYLOR: OF viee versa? 

COMMISSIONIRGIBSON: No. * 

MR. TAYLOR: All I can say is that I 
think in our appraisal of making offerings in the 
market we do continuously give consideration to all 


the economic aspects and the effects on monetary policy, 
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and not an unimportant point, of course, is the cost 
to the treasury of a new issue, At times one gives 
more influence to one thing than the other, It 
depends upon the general atmosphere, and the medium 
to longer range economic prospects. Perhaps I should 
ask my colleagues if they have any comments to make, 
Some of them spend more time on these things than I 
dO. “ 

COMMISSIONER GIBSON: Going on to 
securities, and still thinking about the -various 
considerations in a debt management policy, I take it 
from what you say that developing the market for the 
government of Canada debt is an important consideration 
in this plan? 

MR. TAYLOR: Yes. 

COMMISSIONER GIBSON: Does the idea 
of maintaining orderly markets enter into your thinking 
in an important way? 

MR. TAYLOR: Oh, yes, the maintenance 
of an orderly market -- that is, not upsetting the 
market by putting out the kind of issue that is going 
to be, or which is thought to be highly disturbing 
to the market -- would be a matter of very important 
consideration. 

COMMISSIONER GIBSON: Or keeping away 
from the market when it was not very receptive, if 
you could, or when it was likely to be very short in 
certain circumstances? 

MR. TAYLOR: Yes, though 


in most cases, we do not have very much option on the 
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precise timing of our new issues because there is very 
rarely more than three months between the dates of 
substantial maturing issues. | 
COMMISSIONER GIBSON: Except that you have 
done some advance refunding, and you do have an option 
in the term of the issue which you use to refund? 
MR. TAYLOR: Yes, when we have an issue 
which is over a billion dollars. Take our 1961's, 
for example, the original issue of which was about 
$1 billion. In that case we started a series of advance 
refunding about a year in advance, so that when we came 
to the maturity date we had only $445 million outstandin 
We have three other issues, each of which is over $1 
billion -- the 65's, the 72's and the 83's. The 83's 
are over $2 billion. However, I would expect that we 
will not wait until September, 1965 to take care of the 
$1.27 billion in 65's that are now outstanding, and 
some time during the next twelve to eighteen months 
undoubtedly we will start trimming down that $1.27 
billion of 65's. We see to it that we do not have a 
Single maturity of that size. I might add on that 
point there that we have reached the conclusion in 
recent years that it is better to have more frequent 
issues of relatively smaller size than to have less 
frequent issues of a much larger size. As you know, our 


bond issues are acquired originally by a fairly modest 
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number of dealers, The total number of “dealers who 
can subscribe to new bond issues is about B/G 

Some of those are fairly small, and it 
takes a certain amount of time for the dealer who 
acquires these bonds to place them in the hands of the 
final holders. In other words, there is a period of 


digestion. 
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So there are certain advantages in having 
more frequent issues of a more modest size, then by 
having very large issues spread further apart. 

COMMISSIONER GIBSON: In talking about an 
orderly market, one of the points you just made is that 
you must not have too big maturities coming in at one 
time and you like to spread them out in more modest 
amounts, if possible. 

Do you think in looking at your maturity 
problems in terms of the yield curve that from time 
to time you look at the pattern of yields and say, 

"This looks reasonable and we could do something here 
and something there and have a fairly clear idea of the 
kind of curve which you are working to at any given 
moment"? 

MR. “TAYLOR “Yes; you" do certainly’ 100k” ahead 
and you also have to appraise the factor that we know, 
for example, that the very short term issues are largely 
of interest to corporations; mid-term issues are of a 
good bit of interest largely to trust companies and 
estates; long term issues are usually of more interest 
to the investment institutions, life insurance companies, 
pension funds and so on. Individual firms do not tell 
us exactly what they have got or what they are going 
to do, but one does acquire a certain fell of how the 
market is likely to develop in the short-term or the mid 


term or the long term areas. 
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COMMISSIONER GIBSON: It is a feel; it is not 
a mathematical idea? 

MR. TAYLOR: Quite, because we don't know 
the exact information as to exactly how much of every 
issue the institutions hold. 

COMMISSIONER GIBSON: And in thinking in terms 
of an orderly market, I take it you don't think in terms 
of deviations from the yield curve which seem reasonable 
and things look a little out of line, but that is not 
disorderly? 

MR. TAYLOR: No, and I keep saying that there 
are at least a dozen things you look at there, and you 
give them a different weight at different times. I 


don't think you can reach decisions by just using a 


computer, 


COMMISSIONER GIBSON: I was going on to.agk yor 
a few questions about government accounts, and I was 
wondering if there are any of the other commissioners. w 
want to pursue this subject at the moment? 

Well, if not, I would like to ask you, Mr. 
Taylor, to tell us a little more about the handling of 
the government accounts in relation to debt management 
considerations. 

I understand, or we understand that there has 
been a major change in the handling of the unemployment 
insurance accounts. Would you say something to start 
with about the purchase accounts; how that leads intc 
debt management policy? 

MR. TAYLOR: Well, the Purchase Fund was set 


up in iy61, as I recali it, in the June budget; 
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and it has been used very largely to offset the more 
Substantial disturbances in the long term market. 

The Purchase Fund only buys bonds over ten 
years maturity. We publish the figures every month 
in the Comptroller statement in the Canada Gazette, 

COMMISSIONER GIBSON: Well, is there any 
fundamental difference between the provisions of the 
Purchase Fund and the X Account? 

MR. TAYLOR: Yes. The bonds acquired in the 
Purchase Fund are in fact cancelled at the end of the 
fiscal year, or they may be cancelled at other times. 
We cancelled some in September of 1961. 

COMMISSIONER GIBSON: They are not resold? 

MR. TAYLOR: No, they are not resold; we 
never have resold any bonds we acquired in the Purchase 
Fund although we are not legally prohibited from doing 
So, For the Securities Investment Account we both buy 
and sell. 

COMMISSIONER GIBSON: As to the fundamental 
purposes of the two accounts, is there any real 
difference? 


MR, TAYLOR: The X account very 
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largely in recent years has dealt almost entirely in 
the shorter term issues. 

MR. BALLS: Yes, this is true, but I think I 
might add one short word there, that your X Account 
or Securities Investment Account is also used for the 
temporary investment of funds in excess of requirements, 

COMMISSIONER GIBSON: So that there is a 
distinction between short and long term operations here 
as well as one simply cancelling out the debt of the 
people trading with it? 

MR. TAYLOR: Yes. We haven't built up the 
huge amounts in the securities investment accounts that 
we used to build up a decade ago, because at that time 
we had no arrangement with the chartered banks to pay 
any interest on, what you might call our excess cash 
deposits, and we used to put a good deal of money into 
the X Account. 

Quite a few years ago we worked out with 
the banks an arrangement whereby they pay interest 
on our cash deposits in excess of a certain amount and, 
on the other hand, we have, of course, used the X 
account at times when we have had the surplus cash 
position to provide for taking care of maturing issues. 
For example, there was the very large build-up in the 
investment accounts in 1955-56 -- wasn't that the time, 
Mr. Balls? -- which was largely buying back from the 
Bank of Canada segments of $750 million in treasury 


notes outstanding. 
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During 1955 and 1956 we bought these from the Bank of 
Canada but we didn't actually cancel them until their 
maturity dates, which were March, May and November of 
1955 and May of 1956. 

COMMISSIONER BROWN: I would like to ask one 
question at this point, and that is in the operation of 
the X Account is the policy directed towards debt manage 
ment or just to give you the money invested on a short 
term basis? 

MReeTAYLOR: It is both, ‘but there vis» the ofac 
that we don't have a debt management position in the 
Department of Finance that focuses itself on debt manage 
ment. It is a basic part of the whole, as we see it, 
of the whole issue of financial policy and, indeed, of 
economic policy, and therefore the investment account 
sometimes has been used to meet particular situations 
and other times it is used to meet monetary policy. 

I think you know that the Bank of Canada on 
several occasions will have a very heavy inflow of 
cash after the Christmas season; on several occasions 
we have taken into the X Account from the Bank of 
Canada -- one year it was $40 million of short term 
paper, which we then sold back to the Bank of Canada 
onethe lst of March. 

COMMISSIONER BROWN: That was last year? 

MR. TAYLOR: We did it two or three times. 

We do use the X Account from time to time to coordinate 
with monetary policy. 


COMMISSIONER GIBSON: Are you satisfied with 
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the way that debt management questions are organized? 
You explain to us that it is a part of the circum- 
stances to do with general financial and economic 
policies, but would there be any merit in trying to 
focus it more? 

MR. TAYLOR: May I put it this way, I used to 
have talks with Dr. Clark in the early part of the 1950! 
on the government cash position -- I was Assistant 
Deputy at that time -- but Dr. Clark really ran debt 
management himself in cooperation with the Governor of 
the bank. Mr.Lowe, whom you will remember, handled what 
you might call the technical details, but starting 
several years ago I did set up with Mr. Hockin a 
particular set of duties in connection with debt 
management, which is closely related to the general 
financial functions and economic analysis. The title 
of Mr. Hockin's position is that he is director of our 
division of financial affairs and economic analysis, 
and in the last three or four years he has been given 
specific responsibility for keeping in daily or hourly 
contact with the general financial market situation. 
He does some other things as well, and he has certain 
officers in his department who give a large part of 
their time to the financial end of things in the money 
market and the financial market. 

COMMISSIONER GIBSON: Because it is very closely 


related to debt management, I would like to ask you your 
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views about the question of cash management as related 
to monetary policy. 

One of the alternatives to debt repayment or 
repurchase of securities by one of the government 
accounts is to build up bank balances and to hold them, 
This general idea of building bank balances rather than 
repaying debt has been put to us by a couple of witnesse 
as an effective means of checking boom conditions, the 
grounds being that the monies that the government 
collected in taxes to repay debt were immobilized in 
leaving them in an idle bank account rather than using 
them as an investment so that they could be used again. 
Would you care to make any comments about the effective- 
ness of this sort of technique? Do you think it has 
any merit as another method of strengthening monetary policy? 

MR. TAYLOR: If you build up large cash 
balances, presumably in the chartered banks, I presume 
that the charteredbanks would enlarge their portfolio 
investments. They wouldn't earmark these particular 
large deposits, no doubt, but a lot would depend upon 
the general demand for loans, and so on, and I would 
Suspect that if the government built up large cash baland¢es 
-- $800 or $900 million -- and left it 
there for long periods of time, that a lot of it would 
move into the portfolio investments. 

COMMISSIONER GIBSON: But this would be 
deposits that already exist that the government takes 
away from the public and where they are now in the 
government's hands and it wouldn't necessarily cnange 
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MR. TAYLOR: Oh, but it would affect thei 
velocity of circulation. 

COMMISSIONER GIBSON: This would slow up 
the velocity of circulation by immobilizing these 
particular deposits? 

MR. TAYLOR: One question we would 
consider is whether we were improving our financial 
position generally by having large idle deposits in 
the banks and paying a good deal higher interest on 
outstanding bond issues. Another matter would be 
what I would call the political ER eee and I use 
the word “politicai" in a completely non-partisan sense 
I am not talking about party politics, but I would 
suspect that if for a year and a half or two years 
we never had less than $800 million on deposit in 
the banks that we would have a lot of demands to 
build more sewers, more highways, or give more to 
universities with all this surplus cash which we 
have. 

COMMISSIONER MACKINTOSH: Do the Minister 
and these members of parliament read the Canada 
Gazette? 

| MR. TAYLOR: Well, they may not do that 
but they probably read certain newspapers that would 
pick these figures wp. 

COMMISSIONER GIBSON: So, you don't see 
this as a particularly effective technique, thinking 
of it as an adjunct to monetary policy? 

MR. TAYLOR: No, I really can't see 


much in it. If you have a long term highly prosperous ¢ra, 
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think there would be very much advantage in building up 
long term surplus cash deposits in order to use them 
at some later date to pay off debt rather than to -have 


to make new issues. 
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COMMISSIONER GIBSON: Presumably the 
alternative would be to have a somewhat tighter monetary 
policy, if you did not do this sort of thing. Is this 
a basic device to slow up the velocity of circulation? 
tf you do not slow it up that way, do you try to slow 
it some other way? I take it you are saying there 
are other ways just about as good as this way. 

MR, TAYLOR: I would think so. I don't 
know whether the economists have any views on it. 

MR. PLUMPTRE: I think, like you Mr, 
Taylor, the practicability in terms of what you have 
called political, of building up and holding over a 
substantial period a large volume of government deposits 
very severely limits the usefulness of this theoreticall 
attractive “device, 

MRs GIBSON: That’ is all ‘Ihave’ ror 
the moment, Mr. Chairman. 

THE CHAIRMAN: We will adjourn for fif- 


teen minutes, 
--- Recess, 


THE CHAIRMAN: We will now resume, 
Mr. Tsylor, there are one-or two question 
I would like to ask you about the relative responsibilities 
of the Department of Finance and the Bank of Canada, 
At page 90 of your brief you refer to section 20 (2) 
of the Bank of Canada Act, which says: 
The Bank shall, if and when required 
by the Minister so to do, act as 


agent for the Government in the payment 
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of interest and principal and generally 
in respect of the management of the 
public debt of Canada. 

Then it goes on to say that the Bank has been directed 

to perform this function. 

I am not clear in my mind as to how 
far the authority extends, as given to the Bank under 
that direction. As I understand it, the Bank of 
Canada is responsible for the monetary policy. I 
take that to mean -- and you will correct me if 
I am wrong, because I want to get this clarified -- 
that the Bank of Canada has discretionary power in 
monetary policy, and does not have to obtain the 
approval or consent of the department every time a 
decision is made, That is, it does not have to have 
approval for every decision as to the expansion or 
contraction of the money supply, or of the various 
other strictly monetary matters that are within its 
jurisdiction. Is that assumption correct? 

MR. TAYLOR: The Bank of eeiixia does 
not legally have to get the consent or approval of 
the Minister or the Governor in Council on monetary 
policy. 

THE CHAIRMAN: But if some issues 
arise at any time, when there is conflict in opinion 
between the government and the Bank, then of course 
the government's decision overrides that‘:of the 
Governor of the Bank. 

WR, TAYLOR: ,Weddne- 


THE CHAIRMAN: Perhaps not legally, but 
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is that not now fairly well accepted? 

MR. TAYLOR: There has been a fair amount 
of publicity on the subject in the past. Perhaps 
I can say this, although it is perhaps not quite 
proper, that the Governor of the Bank meets quite 
regularly with the Minister of Finance, Mr. Rasminsky 
has referred to this on a number of occasions, I 
understand that when they meet they sit around a table 
and the Governor brings the Minister up to date in 
what is going on in the financial markets, it the 
Minister of Finance exchanges views with the Governor 
on a variety of economic matters, In that sense 
the Governor of the Bank is in certain areas an 
advisor to the Minister, 

THE CHAIRMAN: At the moment I want to 
compare the functions of the Bank with reference to 
debt management and the functions of the Bank with 
reference to monetary policy. It seems to me there 
must be some differences between them. I may be wrong 
in that; if 60, I would like clarification, 

MR. TAYLOR: May rE ponent on this 
statement from section 20 (2) of the Bank of Canada 
Act, where it says meyeiad Ly in respect of the 
management of the public debt of Canada", That, I 
think it is fair to say, applies to the administrative 
side. The Bank of Canada administers c@mpletely the 
public debt. They cash the coupons; they make the 
interest payments; they have a staff of several hundred 
persons who handle all the mechanical side of the 


administration of the public debt. 
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THE CHAIRMAN: It is more or less a non- 
discretionary function - they administer the policy 
once it is made, 

MR. TAYLOR: They administer the policy, 
and they do a tremendous amount of mechanical work. 

THE CHAIRMAN: I want to be quite clear 
on the point. When I first read this comment I was 
not clear as to the limits of the activities of the 
Governor of the Bank of Canada with respect to debt 
management policy. From what you say, there is 
apparently no question about that, 

MR. TAYLOR: The Gcvernor of the Bank 
is certainly an advisor to the Minister of Financ 
on debt management policies, 

THE CHAIRMAN: But once the Minister 
decides on the policy, having been advised by the 
Governor and by yourself, and by the department 
generally, then his decision must be carried out? 

MR. TAYLOR: Yes, 

THE CHAIRMAN: And the monetary policy 
will have to adjust itself, if necessary; to that 
decision with respect to debt management. 

MR. TAYLOR: I think I should add again 
that the Bank of Canada and the Department of Finance 
are not completely separate and isolated -divisions,. 

We are in constant contact with each other with respect 
to all sorts of broad economic policies, We have a 
lot of conversation with the Bank and of. course with 
other government departments, We discuss these 


matters with Trade and Commerce, with Privy Council, 
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with External Affairs -- indeed, there are very few 

watertight departments in Ottawa, | 

THE CHAIRMAN: That may be so, but when 
you come to the question as to who has the responsibili 
then you have to decide where that responsibility lies, 

MR. TAYLOR: Yes, The Minister of 
Finance is responsible for debt management, and the 
Governor of the Bank is responsible for monetary 
policy. 

THE CHAIRMAN: Subject to the overriding 
authority of the Minister when there is a disagreement 
On monetary policy. Is that right? 

MR. TAYLOR: I am were whether you 
are referring to the statutes -- 

THE CHATRMAN: That is not a statutory 
provision. Is that situation not generally accepted 
now? 

| MR, TAYLOR: I think you kad better 
ask the Governor, 
THE CHAIRMAN: Very well, That Is all, 
COMMISSIONER BROWN: Mr. Chairman, 
I would like to ask a few questions about some of 
the details of debt management and the operations of 
new issues, First, I should like to ask Mr, Taylor 
about some issues other than the standard bond issues, 
with particular reference to the convertible issues, 

There were three convertible issues, 
two of which have now gone past their conversion date, 
I would like to ask if the existence of these 


conversion issues in the market has caused any problems 
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in debt management or monetary policy. 

MR. TAYLOR: We have had two types of 
conversion issue, There was one, you may recall, 
where the owner had the option of an advance! en- 
cashment; he had the right to surrender his bonds 
and be paid off at the issue price at any meh on 
three months notice prior to the maturing date, 

Then we had three other issues, includ- 

ing one government guaranteed C.N.R. issue, which 
would mature in a fairly short tern, 

but were extendable at any Lime 
within a few months of the maturing date into a long 
term issue. 

My impression is those were found to 
be pretty acceptable to the market. 

COMMISSIONER BROWN: I grant you, 
they were acceptable to the market. I was asking 
whether the existence of a bond of short nature ~ 
let us take the 54's of April, 1963, as they approach 
the last conversion date of December 31, did they 
cause any problem for debt management or monetary 
policy? 

| MR. TAYLOR: Well, in appraising a 
new issue through last Autumn, for example, our 
estimate or our guess was that a very high pro- 
portion.of the $446 million would be outstanding. It 
was our estimate throughout last Autum that at least 
90 per cent, and perhaps more, would be extended into 
the 76's. Therefore, we had to be aware of the fact 


that there would be in the market another roughly $400 
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million or more of long term government bonds. There- 
fore, we had to decide whether we would make a long 
term issue, and if we did so we would have to take 
into consideration the fact that there would be 

$400 million or more of long term bonds created by 
December 31, 

This was one of a dozen or more con- 
Siderations that were in our minds when we gave advice 
as to what kind of issue we should make last Autumn. 

COMMISSIONER BROWN: I would like to 
ask one or two questions about savings bonds, and IL 
Shall try to ask my questions so that they do not 
involve policy answers. I wonder if you would like 
to tell us to what extent the conversions that take . 
place, particularly in a market such as the one we 
had last fall, add to the cost of an issue in the. 
sense of bringing up a double commission, and also 
add to the interest cost that you have to pay on 
outstanding issues, 

MR. TAYLOR: Well, it would be rather 
complicated to describe precisely what the costs are. 
On the very broad average in most Canadian savings 
bond issues about half of them are cashed within two 
and a half to three years. Of course, there are 
occasions when the later savings bond issue carries 
a higher coupon, In those instances there is 
naturally a very substantial encashment of the lower 
coupon bonds into the higher coupon bonds. There, 
on the question of cost, we have paid commission 


on the sale of the first issue, and we are paying 
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commission on the sale of the second issue, That 


does add an element of cost, 
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COMMISSIONER BROWN: Does your department 
make a study of the cost of an issue? It must be 
obvious that there are going to be these conversions 
when you are arriving at a decision as to the interest 
rates which are going to be paid on the new issue. Is 
this cost that is going to come about because of con- 
versions taken into consideration? 

MR. TAYLOR: Yes. When we are planning the 
terms of the forthcoming issue of Canada Savings Bonds 
a very important consideration is in devising the 
appropriate schedule of coupons to see to what extent 
the rate is likely to invite a large amount of con- 
version. For example, if the coupon on an issue of 
two or three years ago for the coming year is lower 
than the initial coupon on the new issue and all 
subsequent ones are somewhat higher then there is a 
natural invitation to convert. You will find that a 
high proportion of the holders of the three year older 
bonds will convert them into the new bonds. In devising 
the structure of a new Canada Savings Bonds issue that 
is a very important consideration which is given very 
careful attention. 

MR. PLUMPTRE: I was going to say that we 
are engaged at this very moment in an attempt to put 
down an appraisal and estimate of the costs of Canada 
Savings Bonds, and any such appraisal involves 
assumptions, but at least it should give the general 
order of magnitude of the costs. It is our belief 
that there is some misunderstanding about the country 


as to the general level of the costs involved, put wf 
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we find it is practicable to put this together I would 
think, Mr. Taylor, that we might make it available: to 
the commission. 

MR. TAYLOR: Yes, we-have_had some enquiries 
about this, and we are doing some serious work on it, 
but we have not got it completed yet. 

COMMISSIONER BROWN; Have you an opinion as 
to the extent to which these savings bonds are, firstly, 
attracting investment in Canadian bonds which otherwise 
would not come, and, secondly, competing with what would 
otherwise be investment in other long term capital bonds 

MR. TAYLOR: Well, one does not have any 
precise statistics on this, but I would like to point 
out that with respect to normal market issues the number 
of buyers -- that is the buyers of issues of $250 
million or $300 million -- is somewhere between 15,000 
and 25,000 persons. It varies to some extent, of course 
during different seasons of the economy. With respect 
to Canada Savings Bonds we get buyers each year who 
total somewhere between a million and a million and a 
half. . I think at one time it got very close to a 
million and a half buyers of Canada Savings Bonds. 

There is, of course, some switching of that 
into market issues which show a more attractive rate, 
but that switching comes almost entirely, I believe, 
from holders of Canada Savings Bonds in large amounts. 
Canada Savings Bonds, as you know, have been limited 
in recent years to a maximum of $10,000 per person, but 
an individual who has a large supply of cash can buy 


$10,000 in his own name, $10,000 in his wife's name and 
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$10,000 in his daughter's name. 

Last summer, for example, when we issued an 
18-year bond to yield a little over 54 per cent there 
was quite a noticeably large encashment 
of Canada Savings Bonds in the several weeks following 
that issue. We have good reason to believe that that 
was by the more well-to-do holders of Canada Savings 
Bonds who were switching into these higher interest 
yielding market issues, 

But, the great bulk of the holders of 
Canada Savings Bonds appear to be people who are not 
terribly interested in the market issues. Those are 
the people who buy $100, $200, or $300 of bonds, and 
we have no recent market issues where the security is 
less than $500; $500 is the minimum size of bond. 

COMMISSIONER BROWN: This might be an unfair 
question to ask you, but would there be some merit in 
lowering the maximum that might be purchased by any one 
buyer? 

MR. TAYLOR: All I can say is that the amount 
has been varied. At one time it was limited to 
$2,000, and during one year we allowed $20,000 -- that 
was in 1959 -- and now it is limited to $10,000. All I 
can say is that we have had representations from the 
dealers that we ought to have a limit of $1,000. 

COMMISSIONER BROWN: You mentioned that 
approximately half of each issue is encashed within 
23 to 3 years. Is there a noticeable difference between 
the speed of encashment of bonds than are taken on the 


payroll basis as against those taken on a cash basis? 


7 


oe : oye 


. _ 
, ¥ q 
2 a 
5 Md od Be [ hay 
~ Ey - i 
of a 


“—e 


— 


S 


<9 
- = 


oe: -onsn e'tsddgueb etd mt OOO,0Lg ft 
al ae Ghar 
Sad as beyeat ew aedw .slqmsxs tol ,temmua gael = is 
7 1 oy 
s | eredt taeo veg <@ rsvo sittil s blety od baod rssy-8L le. : 


tremfasors syisl Udssotten 6 ettup esw Ip 
aniwollol esxeew [eroves edd ak abmod agatvsa sbensd to le : 
tedt gsdd evelied ot soeset Boog eved sw. -oueel tect |8 
eaiived sbans) to ereblod ob-ot-L[lew srom sds yd esw nN “4 
teexednt yedgid seed otmt guidediwe svew odw ebnod lg 
aeugel Jexvaem gaiblely .@ 
to aiebfod sdz to NXiud trexrg edt .dud on 
tom ete ofw slqoeq ed ot teeqgn abso axatvee sabsasd a 
ers seodT .asueal texrem ont al beteetsdal yidiriet |p 
bas ,ebaod to O0¢$ ro .00Sé COLE yud onw eLgosg ond = 
al yJiuvose edt sisdw seveaal doxrem tnese, om evar ow lat 
-baod to este mumtatm edd at O0@ ;00C4¢ asdt.cael ley 
aletay me sd ddgia eldT :UWOHE ABWMOLeSIMMOD al 
ai tivem emoa ed siedd bivow jud .voy Nee ot nottaoup yi 
emo yas yd beasdowng od sdgim tedd mumixem odd gntrowol at 
freyud et 
tavoms edt dedd at yee aso I ILA :HOIYAT AM os 
ot hetimil asw tir emis emo JA .betisvy meed esd re 
tedd -- 000,068 bewolis ew reey smo antsub bas 000.9% ge 


I f[f4 .000,0f1% ot bedimii ak ¢L won bere ~~ C20L at eew ee 


ont mort axotissasesigst bed eved sw dsdt et yee aso ne 
-000,f@ to timtl s oved od tdguo ew tedd arelseb | ac 
tsdi Bbenolinem woY :AWONE ARMOLAALMMOD 
atddiw bedasons el esaat dose to ItLed yledemtxorggs 
‘| meewied some tsiith sldssotton 8 exedd eI .eresy € ot 48 


edt mo aexst evs asdt ebmod to tnemiasons to besqe edd 


- 


a Ts ‘oa 


Nethercut & Young a 7305 = 


Toronto, Ontario 


1 MR. TAYLOR: Some studies have been conducted 
2 on that, but we have no detailed statistics. I think 

3 it varies a good deal, and I doubt very much if there 

4 is any pronounced difference between the ones bought 


5 through the payroll deduction plan and the other ones. 


6 I have not a precise estimate. 
7 COMMISSIONER BROWN: The; total outstanding 
8 of Canada Savings Bonds has been growing and is becoming 


9 a much more important proportion of the total debt. It 


10 is over 20 per cent now. 
11 MR. TAYLOR: Yes. 
13 COMMISSIONER BROWN: Have you a view on an 


13 appropriate maximum? This is increasing the liquidity 


14 of the general public? 


15 MR. TAYLOR: Yes, but it is held very largely 
16 -- indeed, overwhelmingly -- by people who would not 
17 ordinarily acquire market issues. The amount outstandin 


18 as of January 2, -- this is from the statements of the 


19 Bank of Canada -- is $4.6 billion, which is $538 million 


20 more than on the same date a year ago. As you say, 

1 that is just over one quarter of the direc 
22 outstanding bond issues. 

23 COMMISSIONER BROWN: Well is there an 


24 appropriate maximum? Would you be guite happy to 

25 see this go up to a half of the outstanding debt, or 
6 is that an unfair question? 

27 MR. TAYLOR: That is an unfair question -- 
28 or, one that I cannot hear. 

COMMISSIONER LEMAN: Mr. Brown, may I inter- 


ject a question here? 
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COMMISSIONER BROWN: Surely. 

COMMISSIONER LEMAN: Presumably it is not 
unfair to ask you if there has been a change in eoncept 
relative to savings bonds from the beginning when they 
were first issued, and the reasons why they are issued 
now? What are the main features of the instrument from 
the point of view of federal governments? 

MR. TAYLOR: You will recall that the Canada 
Savings Bonds emerged from the Victory Loans. The 
Victory Loans were handled on somewhat the same basis, 
they were sold to hundreds of thousands of people, and 
in 1946 -- I was not then in the Department of Finance - 
I understand there was a very strong view that the 
ordinary people of Canada liked the Victory Bonds, and 
looked forward to having a similar opportunity of buying 
bonds in the lower denominations of $50, $100 and so on. 
So, the Canada Savings Bonds were launched on that basis 
and they have continued ever since, They have 
proved to be quite popular with the rank and file of the 
citizens of this country, and the government, naturally, 
from time to time gives consideration, and has been 
giving consideration, as to whether it should continue 
Canada Savings Bonds, and so tar the decision has been 
in the affirmative. 

COMMISSIONER LEMAN: Some people used to say 
tnat pare of the objective was education. If they were 
Just to replace the Victory Loans Bonds then I would not 
think that was an educational objective. 

MR. TAYLOR: It was not to replace; it was to 


carry on the system of making bonds available to what 
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you might call the ordinary people of Canada. 

COMMISSIONER LEMAN: Giving them an instrument 
that they like by which they can put small savings aside 
and thus earn an effective rate of interest is one thing, 
but teaching people to hold government bonds is another 
objective. Has that changed? Do you still attach 
importance to the educational factor? 

MR. TAYLOR: They have two important functions, 
I think. One is that they provide an opportunity for 
developing the savings habit among the ordinary people, 
and I think they have no doubt that quite a few 
people have got into the habit now of acquiring market 
issues, but the number of holders of market into. 

is still a very small fraction of the 
total adult population. 

COMMISSIONER LEMAN: I am just wondering if 
you will ever extend the market for market issues if 
you keep on making Canada Savings Bonds so readily 
available. That is really the meaning of my question. 

MR. TAYLOR: It is hard to say. There are 
other ways, of course, in which you can invest small 
savings. 

COMMISSIONER BROWN: Recently -- I have 
forgotten the year, but it was two or three years ago -- 
the eligible buyers of Canada Savings Bonds were 
extended to include estates. This would not fit into 
either of these objectives. I was wondering why this 
extension was made? 

MR. TAYLOR: It was based on various 


representations from the trust companies, and *o on, 
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who put forward what they felt was a very strong case, 
They said that they often have in estates modest sums 

of money which they would like to invest in something 
that could be held for two, three or five years before 
it was encashed, and they thought that Canada Savings 
Bonds provided a useful way of earning interest on these 
sums of money. They are still limited, of course, to 
$10,000 per estate in this case. 

It was after two or three or more years of 
representations from the people concerned that the 
government finally agreed to accede to their request. 

COMMISSIONER BROWN: This was directly fairly 
competitive with market issues, was it not? 

MR. TAYLOR: Yes, I suppose it is, and it is 
also competitive with the trust companies themselves 
with respect to their optional two, three or five-year 
pieces of paper, 

COMMISSIONER BROWN: I think partly as a 
result of the leadership that has been given by the 
federal government in the issue of Canada Savings 
Bonds various provinces have gone into the issue of 
parity bonds. 

MR. TAYLOR: Yes, three provinces, British 
Columbia, Saskatchewan -- Saskatchewan was first, I 
think, and then British Columbia, and then Manitoba. 

COMMISSIONER BROWN: I think British Columbia 
was first. | 

MR. TAYLOR: Yes, it was for toll bridges, 
was it not? 


COMMISSIONER BROWN: The Pacific Great Eastern. 
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Have these issues posed any problems so far as the 
federal government is concerned in the operation of its 
monetary policy? I am thinking of their effect on the 
liquidity of the country. 

MR. TAYLOR: I would say, first of all, that 
they have had a modest effect on the issue of Canada 
Savings Bonds. In the first year that British Columbia 
issued parity bonds there was a very small decline in 
the subscription for Canada Savings Bonds in British 
Columbia in the following autumn. When Manitoba issued 
parities at 5 per cent there was a modest amount of 
encashment of Canada Savings Bonds by our Winnipeg offic 
at that time, but it was only a few million dollars, and 

| Canada 
during the following autumn the buyers of /savings bonds 
in Manitoba showed no identifiable decline. 

COMMISSIONER BROWN: I was not thinking sO 
much from the point of view of competition with the sale 
of Canada Savings Bonds, or competition with the | 
Government of Canada in acquiring funds, but, rather, 
the extent to which this increased liquidity in the 
public holdings has affected monetary policies 
generally. 

MR, TAYLOR: I suppose it does in a way. 

In British Columbia, where I understand there was = 
limit on the amount of your purchases of parity bonds, 
it was not too different an effect from what it would 
have been had these been demand notes. The monetary 
policy was not too different from that with respect 
to an issue of short term paper. 


COMMISSIONER BROWN: The size was such “hat 
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it was not likely to affect it so far as you were 
concerned? 

MR. TAYLOR: What was the exact amount in 
British Columbia? 

COMMISSIONER BROWN: $212 million. 

MR. TAYLOR: Well, that was a lot. Manitoba's 
was limited to about $40 million, and Saskatchewan put 
a limit on them of about $5 million on one occasion, 
and a limit of $10 million on another occasion. They 
would have some effect, yes, on increasing the liquidity 

COMMISSIONER BROWN: But you have not 
consciously had to take it into consideration at all? 

MR. TAYLOR: We have not done any oneetes 
analysis of it. At least, I have not done, and I do 
not think my department has done, any precise analysis 
but it is one of those things which we gave a certain 
amount of thought to in our discussions of the general 
debt situation and debt management. 

COMMISSIONER BROWN: Unless the other 
commissioners have questions they would like to ask 
with respect to Canada Savings Bonds, I would like to 
go on to ordinary bonds. Recent government issues have 
been made without any call features at all. It has been 
suggested to us by several people that this has, in 
effect, tied the hands of the government unnecessarily. 
Would you care to comment on this? 

MR, TAYLOR: This is a matter of judgment 

domestic 
again. I think the last/issue that had a call feature 
to it was the 75-78's. I am not quite sure -- have you 


anything more up to date, Mr. Hockin? 
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MR. HOCKIN: No. 

MR. TAYLOR: That was about ten years ago. 
I recall at that time almost all our bond issues had 
callable dates -- some of them as much as five years -- 
and as you approached within three years of the callabl 
dates it used to be regarded as being a rather uncertai 
kind of bond issue. I recall at that time we got a lot 
of opinions expressed that callable dates were not very 
attractive, and the borrowers preferred the non-callablds. 
I should add that we did issue the '96-'98 bonds in 
1956. 

On our New York issue which we placed las 
September maturing in 1987 is callable in whole or 
iy part ‘aTtver “15 years. 

COMMISSIONER BROWN: The call features 
that did exist would enable you to call at par ahead 
of time? 

| MR. TAYLOR: Or sometimes at a premium. 

COMMISSIONER BROWN: I was going to ask you 
about the premium feature because the recent Canadian 
bonds have been just at par, not --- 

MR... TAYLOR:.. Yes. 

COMMISSIONER BROWN: The last one that wa 
called would be the 66's which were called in 1961. 

MR. TAYLOR: The 66's were converted. 

COMMISSIONR BROWN: Was there not a 3: pe 
cent issue? 

MR. TAYLOR: I beg your pardon? 

COMMISSIONR BROWN: I thought there was 


another issue that was called. Would you care to comment 


on the possibility of having them callable at a premium 
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MR. TAYLOR: I really have not given that 
much thought in the recent years. We have just decided not 
to have callables,. But, our New York issue is eallable:. . 
at a premium at first and then the premium declines year 
by year until the 20th year, and from the 20th year on 
it is callable at par. 

COMMISSIONER BROWN: Was there any question 
from the buyers in New York to have a straight non- 
callable bond? 

MR. TAYLOR: I really cannot go into detail 
there. All I can say is that in the discussions the 
appropriate form or pattern of the issue was looked at 
from almost every conceivable angle, and the dauneliaet 
was put forward turned out to be very acceptable. 

COMMISSIONER BROWN: What I am really trying 
to get at is why you have tied your hands with non- 
callable issues in Canada when, apparently, you made 
a callable issue very successfully in New York. 

MR. TAYLOR: We took a fair amount of advice 
from the market, and, generally speaking, the market 
in Canada has taken a dim view of callables in recent 


years. 
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COMMISSIONER BROWN: From the buyers! 
point of view, I agree that it is better to have a non- 
callable bond, 

MR. TAYLOR: You have to sell to buyers, 

COMMISSIONER BROWN: I just wondered 
whether any careful study had been made as to what the 
altarative costs are of a callable bond and a non- 
callable bond. Have you an estimate of what the 
increase in yield cost would be? 

MR, TAYLOR: No, bie cannot put any 
price’tag on it, All you can say is that if you 
get a substantial callable date, say, three to five 
years ahead of the final maturity, in our view you 
would have to have a slightly higher yield. Whether 
it’ is five basis’ points or’ ten or fifteen basis points, 
is a matter of appraisal and judgment. 

COMMISSIONER BROWN: Another suggestion 
that has been made to us is in connection with dis- 
counts on short term bonds is that this has been an 
unnecessary advantage to give to tax-paying buyers, 
which has been offset in part by the relative 
unattractiveness to financing institutions that do 
not have the tax gains. How is this taken into 
consideration in arriving at the basis for making 
an issue? 

MR. TAYLOR: Well, there are two points, 
One is a very minor one, namely, that in Canada 
one very rarely issues bonds that have coupon rates 
that are not multiples of quarters, It is true that 


the C.N.R. did put out bonds with a coupon rate of 
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2.7/3 some years ago, but generally speaking in Canada 
the coupon rates are in fractions of quarters, There- 
fore, when you are pricing bonds, if you were still 
in the short term area you would adjust the price 
to produce a yield that seems to be consistent with 
the current market. 

It is quite true that the corporate 
buyers have a considerable interest in and look very 
carefully at what they call the non-tax yield -- 

COMMISSIONER BROWN: The after-tax 
yield? 

MR, TAYLOR: Yes, the after-tax yield 
of securities, You will recall that two years ago 
we amended the Income Tax Act to provide that in 
effect you cannot issue bonds at a discount which 
has a yield which represents more than one-third of 
the coupon rate. 

COMMISSIONER BROWN: One-third above 
the coupon rate? 

MR. TAYLOR: One-third above the 
coupon rate; that is, if you have a 3 per cent coupon 
4¢ cannot be sold at aprice to yeld more than 4, 

COMMISSIONER BROWN: In this con- 
sideration of the best piece of paper to sell to the 
market,has a possibility of a definite sinking fund 
in connection with the issues been discussed, and 
how much weight has been given to this? 

MR. TAYLOR: It has ee ee 
but certainly not in my time have we ever had any 


sinking fund bonds, although on a recent issue we did 


‘aan 
a 


es } | 
 gbsasd) at gatdseqe yifsionmsg dud ,.ogs e189 danas Ay: s 


t 


| - e1edT  .evedrsup io emoitosit at exs seeder aoquos edt 


Ifiste stew yoy tt ,absmod satoiug ots voy mow ,.ostoT 


; eotrg. éd¢ seri bs blvow voy sete mixed drone odd at 
: | itiw gnetefenoo ed oJ emesa dant biefy s sowborq of 
‘| Sontem Fae TTS silt 
4 etstoqros eld dedd surt etiup ef oT 6 ANTES i a 
4 
| ytev Nool bas at veerestnat eldsiebfanes 8 svsd exsyud 8 ’ 
| ~~ Bblety xst-aonm odt Liso yedd stadw ts ylin'torso ie 
xsd-aetis off :MWORE ABMOTZ2IMMOD - 
cplety in | 
biefy xst-redis oAS .aoY :AOIYAT .AM WSt 
ogs atssy owl dsdt Ifsoes [l[iw ywoY ,sei¢iivosae to Vee | 
ai tedd ebitvotg od JoA xsT emoonmI sai pebroms ew. M 
fliofdw. javooesip. s ts ebood speelt gomass soy tostts ar 
to bitdd-sno msdd oom adnseenges foidw blety s. asd ot 
sets roqueo edd W 
evods biidé-snO0 :MWOAD AAMOT2eIMMOD | &i 
fetes moquos ent yer 
edv svods bridd-enO sHOTYAT AM aun Os 
Moquos tise teq E€ 8 esved voy Ti .at tedd yetar soquoo | if 
| 1 medt otom Slay o¢ Oofta s te bloe od tonnsd SL WSs 


. -oo eid ok :MWwORE RAMOTesIMM0D 
oft od [fee ot teqsq to soetq tausd ont to mottsirebte 
bout antnate etiatteb s to Ueecau anon & 88d, Jodtem 
bas .beeavyoatbh meed asweat sdt dgiw aottosnamoo alt 
teidt of nevis meed asd tdgtew dom wod 
sbeaavoaib mesd asd I :MOUYAT .AM — 


yns bs ssve ow evaed amis yr at ton ylatsdiso “Saet 


bib ow sueat dasoet g ao. dgyoddis .ebsod baut x 


Pee, 


Nethercut & Young (a 1 *, 


Torente, Ontario 


provide for buying below the issue price of a small 
fraction of the outstanding amount. 

MR, FLUMPTRE: Yes, 

MR. TAYLOR: The C.N.R. started that 
four or five years ago. We may have had sinking 
fund issues in the fairly distant past, I cannot 
recall “any. 

We have one issue that is a liability 
of ours now, which has sinking fund requirements, That 
resulted from when we took over the Newfoundland debt, 
and that was a sterling issue that had sinking fund 
requirements, and naturally we have been meeting those 
sinking fund requirements, 

COMMISSIONER BROWN: I was asking you 
if you had any studies made as to the cost of putting 
in a call feature. I wonder whether you had any 
studies made of the advantages of putting in a sinking 
fund feature? 

MR. TAYLOR: We certainly have given 
thought to it. We have not done any elaborate 
mathematical calculations, but the Bank of Canada, 
acting as our fiscal agency, may have, 

COMMISSIONER BROWN: You mentioned 
C.N.R. issues and it gives me an opportunity to ask 
a question on a point which has been put to us on 
several occasions, Why have C.N.R. issues? Why 
not just have the government borrow the mone tile 
lend it to the C.H.R.? The €.N.R. issues historically 
at five to ten basis points higher than Canada issues, 


MR. TAYLOR: It goes back historically, 
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of course, there being C.N.R. issues I think almost 
Since the C.N.R. was legally set up. The question 
has arisen from time to time on issuing guaranteed 
bonds for other Crown corporations, but the govern- 
ment decisions in the past have been not to do so, 

For example, we did not issue any St. Lawrence seaway 
bonds and we did not issue any Central Mortgage and 
Housing Corporation bonds, although we have sold insure 


C.M.H.C. mortgages, 


Lt am told there was a time when invest- 
ment institutions liked to distribute their port- 
folio and would like to have some railway bonds, 

I am told that was more true in the United States 

than in Canada, but the practice has been, as I have 
said, for the last forty years or so to issue C.N.R. 
bonds, fully guaranteed by the government of Canada. 

I understand this matter was raised 
when the C.N.R. re-capitalization was put into effect 
Some ten years ago, I believe in 1951-52, and the 
decision of the government then was to continue the 
C.NcR. issues, We do, as you know, provide the C.N.R.with 
Short term fund requirements. We advance money and from 
time to time they put out market issues to repay 
our advances, That is the general theory involved, 

COMMISSIONER BROWN: Is the historical 
existence of this the.only reason for carrying it on? 

MR. TAYLOR: It was the definite 
government decision and it is now in the G.N.R. 
Statutes that they have the right or authority to 


borrow from us and they also have the authority to 
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borrow in the public market. Each year parliament 
passes the Financial Guarantee Act, which provides 
for C.N.R. borrowings. 

COMMISSIONER BROWN: It has been 
Suggested again to us that Canada ought again to 
consider an issue of perpetuals, The last issue 
was mci con Birdy popular, Has this been actively 
considered at all? 

sh HAO: I may say that the 
Minister of Finance and. the Department of Finance 
receive four or five letters per month from holders 
of permanents, and more and more are expressing, 
of course, the hope that we are going to redeem them 
in 1966, which is the optional date for redeeming the 
perpetuals. The present market price is 65, 68, 
or somewhere around there, Of course, the perpetuals 
were a very major part of British financing back 
in the nineteenth century. In those days investors, 
when investing, were looking for a flow of income, 
Investors today give equal attention to capital gains 
or losses, 

COMMISSIONER BROWN: Well, at the 
opposite end of the strata I suppose one could say 
that some people are from time to time putting up 
the suggestion of index bonds. This is probably 
a pretty big subject but perhaps you could just 
Say whether this is considered from time to time, 

MR, TAYLOR: I am quite aware of the 
subject and I have read a good many of what you might 


call the theoretical articles on the subject. There 
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have been some issues, have there not, in other 
countries? My understanding is they have proved 
to be not very effective or not very successful. 
I think I can say that the idea of an index bond 
has been mentioned in the course of discussion 
with the government on a number of occasions to my 
knowledge, in the last decade, but I can say it has 
never been seriously considered in Canada. 

COMMISSIONER BROWN: I should like to 
go on a little bit to the methods of issue and get 
your opinion of the pros and cons of the government 
announcing well in advance a schedule of their 
prospective borrowings over a period of time. 

MR. TAYLOR: The Minister of Finance, 
in recent years, has always included a few paragraphs 
in his Budget Speech regarding the cash requirements, 
and has usually set out a table showing the major 
items of these requirements and also the maturing issue 
during the coming year. There have been occasions 
when the Minister of Finance has, in announcing a 
bond issue, made a statement that he thinks that 
over the next six months we will require a certain 
amount of additional net new cash, and that sort of 
thing. However, the government has not in practice 
made regular, precise statements as to its future 
borrowing plans. 

COMMISSIONER BROWN: What I really was 
aSking was the advantage or disadvantage of announcing 
the program ahead of time. 


MR. TAYLOR: That is one point on which 
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I should not ‘speak as though I were the govern- 
ment. 

COMMISSIONER BROWN: I just wanted to 
make sure you had not misunderstood the question, 
Would you care now to discuss the question of tap 
issues? 

| MR. TAYLOR: Well, I can just make 
one point there. We have never had, apart from 
savings bonds, a tap issue in the sense that other 
countries have them, The nearest approach to a tap 
issue, the only one I have any personal knowledge of, 
Was our long-term issue in January 1953, 
when we contracted a sale of $100 million worth of 
long-term bonds to the Bank of Canada, The coupon 
rate and the length of terms, and so on, were announced 
and the Bank of Canada intimated they were prepared 
to sell these on request, They fixed, of course, 
Selling 

their/price from time to time, and bank acquired the 
whole amount over a period of six to eight months, They 
did not take the whole $100 million from us right 
away. My recollection is that they took $50 million 
on the first day and then, as their sales developed, 
they picked up the remaining $50 million. Those were 
the 75 -78's issued in January, 1953. They were 25- 
year bonds, callable in 22 years, I should comment 
that the general idea was largely worked out by 

Dr. Clark just before his sudden death, and I was 
not very familiar with the background at that 
particular time, but I know one of the factors was 


at that time the longest outstanding issue was the 66's 
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callable in 1961. There was a good deal of feeling: on} 
part of 
the/ both the Department of Finance and our colleagues 
in the Bank of Canada that it was in the interests 
of the provinces, for example, to establish sort of 
a bench market for a long term issue, At that time 

domestic 

the longest term/issue outstanding was a 13-year 
bond, callable in eight years, For that reason 
they decided to put out this long-term bond issue, 
this 25-year bond issue, 

I understand, and I am just speaking 
from what I was told later on, that there was a 
feeling in the market that a 25-year issue at that 
Gime was extremely uncertain, that no one quite knew 
what the reaction would be, and there had been some 
sort of informal sounding out of the market by life 
insurance companies, and so on, and the decision 
was to handle it on what was termed to be a unique 
basis of selling the issue to the Bank of Canada 
in instalments and to have the Bank of Canada feed 
them into the market, That is the nearest approach 
to a tap issue we have ever had, 

Hf a oie dea that in Great Britain, 
for example, this is almost a standard way of issuing 
long-term government bonds , to sell en bloc to the 
Bank of England, and the Bank of England feeds 
them out to the market for the next several months, 

COMMISSIONER MACKINTOSH: On this 
Canadian issue, was substantially the whole issue 


fed out to the market successfully? 


MR. TAYLOR: A very large part was sold 
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out. A certain amount was acquired by the 
Unemployment Insurance Fund, for it was a very 
attractive rate of interest at that time. The Bank 
of Canada, as you know, holds, or normally holds, a 
certain fraction of all outstanding issues. I 
would think that a fair amount, the largest portion, 
in fact, went to the general public. 

COMMISSIONER BROWN: Why was it not 
tried again? 

MR. TAYLOR: It is difficult to say 
why, whether the market did not particularly like 
it or whether it was such a new, long-term issue, 
but $100 million was a fair sized issue in 1953, 
although it was not really a large issue and it 


did not move out very rapidly at that time, 
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COMMISSIONER BROWN: I would like to 
ask one or two questions about treasury bill auctions, 
It has been suggested to us that the routine might 
be followed as is followed in certain other countries 
of not permitting the banks to enter the treasury 
bill auctions, Can you give us some pros and cons 
on this? 

MRs TAYLOR: Well, the banks in 
Canada, of course, are to a very large extent 
investment dealers and investment holders. 
TheCanadian chartered banks are not quite the same 
as the banks in any other country; they combine 
Savings banks with what is commonly called 
commercial banks, but the banks have always deed 
regarded, not only on treasury bills, but in other 
large bond issues, as being in the class of being 
investment dealers in the sense that the banks can 

subscribe to 
ordinary bond issues as well as treasury bills. 

COMMISSIONER BROWN: It has also been 
suggested to us that the Bank of Canada should remain 
neutral on treasury bill auctions, and there are two 
variations on this; one is neutral in amount in the 
sense that they should only apply at the tender for 
an amount not in excess of what they have for 
redemption of the maturing bill or, alternatively, 


that they should be neutral in price in the sense of 
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rolling over the bills that they have at the average 
price paid by the market for the remaining bills. 
It is not fair to ask has this been considered, 

I suppose, but would you care to comment.on this 
suggestion? 

MR. TAYLOR: Well, the Bank of Canada 
when they come before you will give you an idea of 
wnat their practice is and their reasons for their 
practice, 

COMMISSIONER BROWN: I didn't get 
very far on thatj Let us ask another question in 
connection with the banks! participation, now. Have 
you an opinion as to the extent to which the 15 pe 
cent secondary reserve ratio of the banks, parti- 
cularly the { per cent in addition to the cash 
reserve ratio, whether it does have a direct effect 
on the treasury bill market. 

MR, TAYLOR: Well, I suppose it must 
have some. The so-called liquidity ratio is cash, 
treasury bills and day-to-day loans, 

and the 15 per cent Jiquidity 
ratio was arrived at as a matter of agreement between 
the Bankers' Association and the Bank of Canada, and 
when the Banks agree that the assets will be in those 
three areas, that naturally has some effect upon 
their activity in acquiring or disposing of treasury 
bills. 

COMMISSIONER MACKINTOSH: Do you recall 
historically whether this agreement on the 15 per 


cent ratio increased the holdings of the banks above 
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what they had been accustomed to hold and obviously 
made it more -- did it increase it? 

MR. TAYLOR: This is a matter which the 
Bank of Canada will give you the figures on, but my 
recollection is that when the agreement was reached 
the 15 per cent agreement did not go into effect 
the next morning, it was to be worked in within the 
next six months, which did mean that the banks in 
that six months period undoubtedly did acquire a 
higher amount of treasury bills. 

COMMISSION ER MACKINTOSH: Thank you. 

‘COMMISSIONR BROWN: In the actual 
distribution of the new issue by the Bank of Canada, 
does your Department enter into discussions of the 
dealer list at alhe 

MRi.s TAYLOR :si Yess. Perhaps* 2D can 
explain how we handle this. The details of bond 
issues are normally announced Monday morning at nine 
o'clock, and the books are closed customarily at six 
o'clock on Tuesday. In the offerings there is no 
rigid formula, but normally the primary dealers are 
offered X per cent of the total issue as firm offers, 
and in recent years we have limited their further 
subscriptions to being not more than twice the amount 
of the firm offer made to them. 

COMMISSIONER BROWN: I think it is the 


firm bends they accept, isn't it? 
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MR. TAYLOR: Yes, the firm bonds they 
accept. The books are closed at six 
o'clock and during the later afternoon I am in 
continuous touch with the Bank of Canada, who are 
the administrators of the operation, and I am informed 
as to how the flow is coming in and developing. 

It takes them about an hour or an hour and a quarter 
after six o'clock to wind everything up, and then 
_ usually I go personally, accompanied by Mr. Hockin, 
or occasionally if it looks like a very simple and 
very clean sort of operation, I may not go, 

but the Department of Finance does go over there 
and go over all the lists and agreement is reached 
as to how the allotment is to be made. 

Now; if it is a single issue the 
matter usually is quite simple. For example, we 
just agree that we are going to allot 42.6 or 52% — 
of each subscribed amount... ' ‘ If, as 

in recent years, there are two or more 
packages being offered, then we have to reach a 
decision as to how much we will put into the shorter 
end and how much into the mid or long-term end, Having 
gone over all this in detail and reached a conclusion, 
we then consult with our Minister 

and the Minister then makes the decision 

as to how to allot the bonds as between the two 
separate issues in that particular package. So, 
the Department of Finance does actively participate 
in the allotment of the issue and the Minister makes 


the final decision, 
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COMMISSIONER BROWN :. The decision of 
the original allocation among the primary distributors 
is made by the Bank of Canada or does the Department 
go into that discussion too, 

MR, TAYLOR: The mechanics are handled 
by the Bank of Canada. From time to time we do 
go over the list and from time to time, of course, 
the Minister gets complaints from Mr. X that his 
allotment isn't big enough and he naturally invites 
the Bank of Canada to explain why Mr, X is only 
given 13 per cent or 23 per cent instead of being 
given 43 per cent of the offer, and so on, but that 
is all handled by the Bank of Canada, that is part 
of the administrative management. 

COMMISSIONER BROWN: Those are all 
the questions I have, Mr. Chairman, 

COMMISSIONER LEMAN: Mr. Taylor, to 
come back a bit to something you spoke about earlier 
this morning, you were talking about the government 
accounts, and there have been representations made 
to the Commission that it would be helpful for 
certain purposes if completed information about the 
operations of these accounts were available quickly. 
Would you comment on the objections or the advantages 
of this proposal? 

MR, TAYLOR: Well, the Bank of Canada 
publishes every week the total holdings in govern- 
ment accounts, split as between treasury bills and 
securities, The comptroller -- I think that your 


monthly report does break down the content to some 
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daily. 

COMMISSIONER LEMAN: Well, somewhat 
related to this question was the comments by the 
Investment Dealers Association to the effect that 
they preferred to be told by the Bank of Canada 
whether it is operating as principal or agents for 
one of the investment accounts. Do you have any 
views on whether it is more appropriate for the 
bank to do this or not as your agent? 

MR, TAYLOR: I ingunakons that the 
Bank of Canada does say that they are buying these 
either for their own portfolio or for an account, 
but they do not say what account, 

COMMISSIONER LEMAN: Does it have any 
importance, in your view, that they do so? 

MR, TAYLOR: Welj, I don't shiek it is 
in the government's interest to be disclosing from 
day to day or hour to hour exactly what it is doing. 

COMMISSIONER LEMAN: The Bank doesn't 
make this kind of a disclosure and the market may 
make guesses about the statistics I was earlier 
referring to? 

| MR. TAYLOR: Yes. We have to make a 
lot of guesses, too, you know, 

COMMISSIONER BROWN: Why not? How 
would this make it more difficult for the oe 
ment to operate if these things were disclosed monthly? 

MR. TAYLOR: Disclosed monthly? | 

COMMISSIONER BROWN: Yes. | 


MR. TAYLOR: Well, I don't feel I can 
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make too many comments on what the government should 
do or might do, re 
COMMISSIONER BROWN: You did Say that 
it would make it more difficult for the government 
to operate, and I was asking how and why. 

MR. TAYLOR: It produces a lot of 
comment in the press and a lot of guessing as to 
why you are doing this, and so on, and there are 
a great many other organizations that are quite 


active in the market that don't disclose 


what they are doing or why they are doing’ it. 
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1 COMMISSIONER BROWN: I understand this is 

2 disclosed in the United States. 

3 MR. TAYLOR: I am not very sure how they do 
4 that. Perhaps Mr. Hockin knows. 

5 MR. HOCKIN: I think they disclose it at 


6 reasonable intervals, not too frequently and not closely 


7 enough so that you would get any immediate market sense 
8 of what was going on, on a daily basis for example; but 
9 at the end of a certain interval you would have some id 
10 of what the government accounts have done. 

11 MR. TAYLOR: We disclose that weekly to the 


12 Bank of Canada, or rather the Bank of Canada discloses 
13 weekly what the government accounts as a whole have done 
14 COMMISSIONER BROWN: But it is in a fairly 

15 broad category, not in detail as is done in the United 
16 States. 

17 MR. TAYLOR: Yes. 

18 COMMISSIONER BROWN: I was merely asking why. 
19 What are these difficulties that you refer to? 

20 MR. TAYLOR: It never has been done, except 

54 on a few occasions a considerable time after the event; 


22 and we do report in the monthly statement, but just in 


23 the securities investment account and in the purchase 
24 account. 
2 25 COMMISSIONER BROWN: This again is not in 


26 detail. 


,, 27 COMMISSIONER GIBSON: Not by maturities. 
28 MR. TAYLOR: No, not by maturities, 
29 COMMISSIONER BROWN: I was asking, why not? 


hi 30 MR. TAYLOR: I was going to very rudely say, 
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why? 

COMMISSIONER BROWN: I asked the question 
first. | 

MR. TAYLOR: If the commission makes .a 
recommendation, along this line, I am sure the govern- 
ment will give _ serious consideration to it. 

COMMISSIONER LEMAN: Mr. Taylor, may I pick 
up my questions again. _ You did say earlier that you 
got a lot of free advice from the market about debt 
management. The idea came out, even more formally on 
this point, that they very generously said they would 
like to give you more free advice in the sense that 
they suggested formation of a formal advisory committee 
on debt management, to which they would appoint. some 
representatives, or alternatively to which the depart- 
ment itself would appoint representatives, with the 
dealers! approval. Did you see some disadvantages in 
such a formal committee? 

MR. TAYLOR: All I can say is that the invest- 
ment dealers and other participants in the investment 
market have made representations to Ministers at various 
times over the past ten years -- I can Speak only of the 
past ten years because that is as long as I have been a 
Deputy Minister -- and in the past the government has 
not decided to appoint a formal advisory committee, 

COMMISSIONER LEMAN: The objections would be 
in the realm of practicability, or do you think it might 
cause some real difficulty? 

MR, TAYLOR: Perhaps I can go a little beyond 


my opening sentence and say this, that in Canada we 
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have regional problems. Once an advisory committee were 
set up there would be great political pressures -- and 

I again use the word "political" in the non-partisan 
sense -- that we should have at least one representative 
from each province. Then there would be the question of 
whether we should include the chartered banks and the 
life insurance companies. 

In the United States, as I recall it, there a 
three advisory groups. Am I right in that, Mr. Hockin? 

MR. HOCKIN: I think so. 

MR. TAYLOR: They have the banks -- and of 
course, they have 15,000 banks there; they have bite. 
life insurance companies; and they have the investment 
dealers, or what they call the investment bankers. 

I understand the federal government meets 
with these groups from time to time, individually and 
occasionally collectively. 

In Canada there would be some problems about 
the size of the committee and its geographic represen- 
tation. On the other hand, as I said before, we do 
keep a fairly close touch with the market. Mr. Hockin 
is under instructions to do a certain amount of visiting; 
he spends a certain amount of time in Toronto and 
Montreal and occasionally visits other areas where there 
are financial dealers, and meets and talks with them. 

I do some visiting, rather more occasionally. 

COMMISSIONER LEMAN: Might there also be 
difficulty in the realm of conflict of interest between 
the role of investment dealers on such a committee and 


their role as investment dealers? 
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MR. TAYLOR: Yes. I would say this, that when 
the investment dealers brought this Suggestion before us 
there was an intimation from other investment dealers 
who thought they were too small to be appointed to the 
committee; and, while the members of the committee would 
not have received precise secret information, 
they would be better informed as to what is likely to 
happen, Therefore, they would have an advantage over 
the dealer that was not on the committee, 

That was one point that was raised with me 
personally by members who had heard about the proposed 
committee and were quite sure that they were not big 
enough to be appointed to it, and therefore they did not 
want their competitors to have an advantage. That, I 
may say, is 4 relatively small point. 

COMMISSIONER LEMAN: The implicationSof their 
representations to you were that they could solve this 
by appointing the members themselves, as an association. 
That might solve some of the problems of regional 
representation, in that it would be their responsibility. 

MR, TAYLOR: Yes, 

COMMISSIONER LEMAN: Mr. Taylor, there is in 
your brief, and following from this discussion about 
debt management, evidence that your department has to 
look after quite a number of important tasks. There is, 
of course, nothing in your brief about the composition 
of the department and the staff available to it. Could 
you give us some information as to what is the total 
staff of your department, and break. down those numbers 


into broad divisions relative to the main tasks they 
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perform. 

MR. TAYLOR; If the Commission requires, I 
would be very Neepeta file a document with them. I 
can answer the question now in very general terms. 

In the Department of Finance proper there are 
about 500 people. The Comptroller of the Treasury is 
an officer of the Department of Finance, but under the 
Statute he has the status of a Deputy Minister in 
the personnel management of his group. He has a staff 
of about 4,500 persons, located from coast to coast, 
in England, Europe and so on. 

Of what I might call the Department of Finance 
proper, the largest single group, apart from the 
Comptroller of the Treasury, is the Treasury Board, 
of which Mr. Steele is Secretary and Administrator. 

He has.a.staff.of.about 115. 

Mr. Plumptre's segment of the department 
covers international affairs, financial affairs, 
economic analyses, and so on, with a staff of about 
5" 

MR. PLUMPTRE: Eighteen , including 
secretaries. 

MR. TAYLOR: Then we have a division on 
economic industries, commercial policies, tariffs and 
that sort of thing, of which Mr. Reisman is 
Assistant Deputy Minister. He has a staff of 26. 

Then there is the taxation division of which Mr. Isbiste 
is in charge, as Assistant Deputy Minister. He has a 
staff of about a dozen persons. He, of course, works 


very closely with the National Revenue people, who 
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provide him with much of the purely technical operations 
in the taxation division. 

Then we have a small number, as I explained 
in my paper, of operating branches. We have a staff 
in the superannuation branch of about 180 people who 
handle all the superannuation pension fund operations. 
There is a group on the administration of government 
guaranteed loans, composed of a staff of about 18 or 
20. Then I have my general administration, central 
registry, personnel office, with a staff of about 60. 

I have not included in this list the Royal 
Canadian Mint, which reports directly to me. The Master 
of the Mint has a staff of about 260. 

There is of course, the Tariff Board, which is 
not in the Department of Finance but which reports to 
the Minister of Finance, It has a staff of about 30 
persons. 

The Inspector General of banks has a staff of 
2, and he does a very good job. 

COMMISSIONER LEMAN: I am sure it would be 
interesting to us if you could at your convenience file 
Something with the commission giving us a rough break- 
down of the main divisions you have mentioned and the 
number of staff in each, indicating if you could the 
number of chiefs and the number of Indians. 

MR. TAYLOR: I have a very detailed organi- 
zation chart in graph form, which is about four feet by 
six feet. 

COMMISSIONER LEMAN: I don't think we want to 


go into all the detail of who; is who and so on; if you 
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would just give us an idea of the relative weight of the 
tasks you have and the staff to handle them. 

MR. TAYLOR: I should explain that the 
Superintendent of Insurance is a Deputy Minister who 
reports directly to the Minister of Finance. While he 
is a personal friend of mine and we have chats from time 
to time, he is a separate government department entirely 

COMMISSIONER MACINTOSH: Speaking entirely on 
a factual basis, the Glassco Commission do not report 
that your debt management devision is overstaffed. Is 
that correct? 

MR. TAYLOR: We have none, but we all work 
on it. 

COMMISSIONER GIBSON: Mr. Chairman, before we 
leave this picture of debt management, I wonder if you 
would comment a little more on the considerations 
leading to the various decisions on policies at times. 
You did not really answer my questions about what 
consideration was given to economic Stabilization, and 
the differences in cost. 

I wonder if you would take a look at the main 
development in recent times. There was a lengthening of 
debt in 1954, a very marked lengthening in 1958, 1959, 
and in 1960 you put out these convertible bonds , the 
effect of which was to add a bit or hold it where 
it was; and since 1961, there has been some tendency 
toward a deliberate shortening of the debt. 

Could you comm@nt on these periods, as to 
what the main motivations were. From our point of view 
it is very important to see how debt managements fits 


into monetary policy, and what thinking goes into making 
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particular decisions as you go along. 
MR, TAYLOR: As_.I tried to indicate, we do 
regard debt management as being a very real antegral 


part of the overall financial and economic policy, and 


the weight you attach to this aspect or that aspect of 
bond issues or other forms of debt management will vary 
a good deal from time to time, 

Now, you asked me why we have done this or 
that at a particular time. I find it rather difficult 
to explain why we did it. I can say what we did. 

COMMISSIONER GIBSON: In 1954, there was an 
effort to lengthen the debt, was there not? This was 
done when the market was fairly favourable. 

MR, TAYLOR: At that time, as I recall it, 
we got pretty Short. As I mentioned a few moments ago, 
at the end of 1952-53, we had no bonds outstanding of 
more than 8 to 13 years. We started then to open up 
the longer range market. 

In my informal discussions with some of the 
provincial deputy treasurers they did press very 
strongly for us to do a little more leafling in the long 7 -* 
term market so as to create a market whichthey could 
move into. There were periods when the average length 
of our maturities had shortened up Substantially, and 
the market atmosphere was such as to make readily 
acceptable substantial issues of long term bonds. 

I do not need to go into the 1958 series. 
That was discussed at some length in Hansard speeches 
and so on by the Minister of Finance, 


COMMISSIONER GIBSON: The motivations there 
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would be more economic stabilization and monetary 
policy. 

MR. TAYLOR: It was partly that. It developed 
from a technical problem. We were coming up against 
Some very large maturities in the very near future, and 
at that time we had not done much in the way of 
developing what we might call advance refunding, which 
Some people don't like, 

COMMISSIONER GIBSON: And more recently the 
tendency has been towards Shortening. You said one of 
the motivations there was to facilitate the provinces 
and municipalities in their financing. Is there anythin 
else in this shortening? Do I understand it is to 
facilitate the expansion of monetary policies? 

MR. TAYLOR: That was one Situation; but as 
the Minister of Finance has explained on a number of 
occasions, he wanted to be sure the longer term market 
was adequately open to the provinces and municipalities 

COMMISSIONER GIBSON: You mean by leaving more 
room in it? 

MR. TAYLOR: Yes, 

COMMISSIONER GIBSON: I think early in 1954 
you were sort of trying out the ground before they went 
in. I believe that is roughly the way you described it? 

MR. TAYLOR: Yes. 

COMMISSIONER GIBSON: They did not want you 
to stay there too long. 

MR. TAYLOR: Of course in the last five or 
Six years we have always had a Substantial amount of 


over twenty years financing in the market. 
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COMMISSIONER GIBSON: But you would not be 
prepared to weigh these various motivations from the 
standpoint of the Department of Finance. 

MR. TAYLOR: We don't make our decisions on 
what might be called a mathematical appraisal. Perhaps 
some of my friends think we should do that. But on all 
these occasions when we look at debt management we have 
regard to the dozen or more factors that play a role in 
the area, 

I should also state -- and perhaps it is 
Superfluous -- that as far as I am concerned debt 
management is only one, and not an enormous part,. ef 
my activities. We have budgetary problems and a great 
many other problems to deal with. 

COMMISSIONER GIBSON: You don't think there 
is any very strong difference in your thinking as 
between the central bank and the Department of Finance 
on this question. In other words, one would expect 
the central bank to be interested in debt management 
from the standpoint of monetary policy and economic 
Stabilization, and one would expect the Department of 
Finance to be interested in it from those points of 
view and also from the standpoint of economizing national 
debt, developing a market for Canadian bonds, and so 
forth. Is there no distinction of this kind? 

MR. TAYLOR: The Bbnk of Canada top management 
are fully aware of all problems and I think we are 
Sa informed of their policy problems and are 
continuously in contact with the Bank of Canada, which 


provides a high degree of mutual understanding. As I 
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Said before, all the final decisions are made by the 


Minister, or, strictly Speaking, by the Cabinet. 
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COMMISSIONER BROWN: Still discussing 
this same general area, in 1954 you lengthened the 
debt and in 1956 you called debt ahead of time, 

MR. TAYLOR: "Yes, 

COMMISSIONER BROWN: There was a 32 
per cent issue in 1966 which you called in 1956, and 
was there not a 1959 issue that you called in 1956 
also? 

MR. TAYLOR: I am afraid I have not 
all the facts before me here, but we did do some 
calling. 

COMMISSIONER BROWN: You called some 
3%; in 1956, and I think there were some 59's, This 
was a positive shortening of debt ahead of cis wk 
ments, Can you tell us what led to this? 

MR. TAYLOR: A variety of Ratinaaiae 
One element was that the government had a substantial 
cash surplus at that time, and in that way the 
callable bonds were called. 

COMMISSIONER BROWN: In 1956? 

MR. TAYLOR: In regard to these 
questions on these particular bonds I have not been 
able to bring my entire library with me, I am 
afraid I have not brought the --- 

COMMISSIONER BROWN: I am going by 
memory, but it seems to me there was a deficit in 
1955 and a deficit in 19560. It was not until 1957 
that there was a surplus -- that would be the fiscal 
year ending March 31, 1957. 


. MR. TAYLOR: . Yes, there was a surplus 
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at March 31, 1957, and a small deficit at March 31, 
1958, 

COMMISSIONER BROWN: It is in the table 
in Appendix 1 which immediately follows page 20 of 
your brief, 

MR, TAYLOR: Those are budgetaries, 
as I recall them, rather than cash, I have not 
got the monthly figures here, but we were running 
fairly substantial cash deposits, We publish, of 
course, weekly our bank deposits, These are our 
year-end figures here which do not mean very much, 
but I can have what our cash position was at that 
time looked up. 

COMMISSIONER BROWN: There was a change 
of policy in 1954, You lengthened debt in 1954, 
and in 1956 you shortened it, and you lengthened 
debt- again in 1958, 

MR. TAYLOR: 1954 was a period of 
flattening out of economic growth. Is not that right, 
Mr. Hockin? 

| MRe HOCKIN: Yes, 

MR. TAYLOR: And 1956, of course, was 
a year of extremely active expansion and very high 
industrial investment. > In other words, to 
the extent that the pattern of debt management is 
being fitted into what you might call the business 
cycle it would appropriately vary from the slacker 
periods to the more intense periods, 1958, of course, 
was the year of the big conversion loan, and that 


had a vatiety of elements 
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which were discussed in some detail at that time. 

COMMISSIONER BROWN: I am just a little 
confused here, 1956 was a year of expansion and 
would not have been an appropriate year to lengthen 
debt in furtherance of monetary policy. 

MR. TAYLOR: It has a role along with 
the policy of the Bank of Canada in regard to 
Straight monetary policy. 

COMMISSIONER BROWN: But that was the 
year you shortened debt, I am trying to find 
out why you lengthened debt in 1954, and shortened 
it in 1956. 

MR. TAYLOR: As I said earlier, the 
decisions are made by the government. 

THE GHAIRMAN: I think this is an 
appropriate time at which to adjourn for lunch, 


We shall resume at 2,15 p.m. 


--- Luncheon Adjournment, 
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--- Upon resuming at 2.15 p.m. 


THE CHAIRMAN: Gentlemen, we will now 
resume. 

MR. TAYLOR: May I make one correction 
to a statement I made, I said that in 1953 the 
longest outstanding bonds were the 66's, I forgot 
that there was the 2 3/4 per cent issue of 1968 
which was issued in 1950, 

COMMISSIONER BROWN: Plus the 
perpetuals, 

| MR, TAYLOR: Oh yes, but they were 
issued a long time ago. 

COMMISSIONER MACKINTOSH: May I ask 
some questions about fiscal policy? I think you 
indicated in your first paper wikia di are now 
trying to develop 3-year estimates of expenditures, 
and that there is hope of extending that further, 
What are the advantages that are seen in this 
longer period for budgeting expenditures? 

MR, TAYLOR: Could I ask Mr. Steele 
to answer you? He is in charge of that section. 

MR, STEELE: Mr. Chairman, I suppose 
the principal advantages would be twofold. There 
is the sort of inward-looking one of providing as 
far as management generally is concerned within the 
Service an opportunity to take a longer formal look 
at its programs than is offered by the traditional 
submission of the estimates one year ahead. This 


has many implications from the point of view of the 
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management of expenditures within the government service, 
and also from the point of view of those who have 

to live with the consequences of the projections 

of expenditures, I would cite this as an important 
consideration in regard to forecasting, 

We have been keeping very close 
to the thought that has been emerging in the United 
Kingdom and in the United States. I am sure I do 
not need to refer you to the Plowden report in the 
United Kingdom which examined the implications of 
forward forecasting in the British treasury system, 

I would think that our aims and objectives are on all 
fours with their findings. 

From the point of view of the Department 
of Finance and the Minister of Finance and, indeed, 
the government, the important aspect of forward 
forecasting is to provide the government of the day 
with some indication of the future commitment effects 
of those decisions that have already been taken, 
and this is something that is rather obscured by the 
year to year look at the estimates as at present, 

So, to improve the quality of the management process, 
and to give a better indication of the kind of 
expenditure levels and structure we are likely 

to have in advance of the immediate year ahead, is 
the objective we see in developing this forecasting 
technique, 

COMMISSIONER MACKINTOSH: Do you think 
this will make it possible to control or vary 


expenditures more than under the present system, or 
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will that make it more rigid? 

MR, STEELE: I would think, undoubtedly, 
it would in this sense, that so many of the commit- 
ments that are being taken on particularly at the 
national level these days have effects that run 
quite a few years ahead. We know from our experience 
in the defence expenditure area that we must take 
this look ahead anyway to see what kind of a pattern 
and what overall size of defence requirement 
expenditures are emerging. There are the various 

department requirements, and also those expenditures 
which are now forming an important part of the federal 
structure, the federal-provincial agreements of one 
type or another, Being able to see how these are 
going to grow ahead of you is a very important factor 

through being able to anticipate the kind of 

problem you are going to have two or three years 
ahead while you are making up your mind about the 
things you wish to do today. 

COMMISSIONER MACKINTOSH: You mentioned 
also in your paper, I think, that about only 20 per 
cent of the budget expenditures are really flexible 
or subject to control, Would this forward budgeting 
help with that problem at all? 

MR. STEELE: Tien in the future, 

that 
but not for the present in this sense/it would provide 
an understanding of the nature of the commitments 
you already have and which you must meet, and that 


might provide you with a different attitude towards 


other things which are coming up. 
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The question of whether expenditures 
are controllable or -- to use this other word which 
I do not like too much -- uncontrollable is only one 
of degree in time more than anything else. Of course, 
you can change these patterns by changes in policy, 
but your ability to manage the expenditures in any 
one year is certainly circumscribed by the fixed 
nature of the commitments you have, 

COMMISSIONER MACKINTOSH: In budget 
work now is considerable use made of the national 
income type of government expenditure account? 

Is the whole thing meshed together in Wavrante 
in estimates, or is this done only after the fact? 

MR. TAYLOR: Well, the national ‘i 
accounts technically are produced by the Dominion 
Bureau of Statistics, We take a great deal of 
interest in them, and we do our own, what you might 
call, intelligent or reasonably intelligent guess- 
work as to what the next quarter or the next year 
is going to be like. I could not say that in making 
the precise budgetary calculations that we definitely 
interlock them in the forecast on a national 
accounts basis of national objectives, 

MR, STEELE: May I just supplement that? 

MA. “TAYLOR: Yes. | 

MR, STEELE: AS you will know, certain 
aspects of the budgetary forecasts of expenditures 
are picked up into the national accounts stream 
through the projections of public and private in- 


vestment, for instance. This segment of the 
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information becomes a part of the national accounts 
projections, We have not consciously constructed 
the government accounts so that they mesh closely 
in with the national accounts, 

COMMISSIONER MACKINTOSH: You do not 
at the time of setting up the budget in its various 
tentative forms turn this into government expenditures 
on goods and services? 

MR. STEELE: We are not in the position 
of being able to do so now, 

MR, TAYLOR: Mr. Hockin, you do a 
good deal of looking at this sort of thing. Have 
you any comments? 

MR, HOCKIN: Well, the use of the 
interpretation of the government accounts so that 
it meshes in with the national accounts has really 
been developed in quite a recent period, The 
historical basis upon which one might make fore- 
casts is really just now becoming available to us, 
so that this technique of forecasting the budget 
position on a national accounts basis -- and certainly 
on a quarterly basis which is what would be particularl 
important to us -- is just now becoming available to 
us, and we hope to make use of this, but up to now 
we have not had the tools to do it, 

COMMISSIONER MACKINTOSH: You do in 
your budget work, however, take account of the 
cash deficit or surplus, and not simply the budgetary 
Geficit or surplus? 


MR. TAYLOR: In the Minister's budget 
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speeches he always has both, Naturally, he emphasizes 
more the budgetary position,but he does refer to 
what the British call the below-the-line 
items, and in the past decade he has not 
been precise in forecasting the details of: 
the cash requirements, but he does mention what 

he expects Central Mortgage and Housing will be 
borrowing, and what Canadian National Railways will 
be borrowing and what might be the requirements of 
other major items, and then he comes up with a 
general summary. 

COMMISSIONER MACKINTOSH: We have 
had a suggestion that during periods when it may 
be either necessary or desirable to run a fairly 
large deficit there will be a clearer public under- 
standing if there were some separation between 
capital and current spending. Now, this also 
works the other way. When that has been done 
governments have been accused of varying their current 
deficit with some juggling of capital accounts, Aside 
from the question of whether it would be a proper 
policy for a government or not, are there any 
possibilities in this? 

MR, TAYLOR: In the estimates that 
are tabled in the House we insert in a little folder 
in the back a large table showing the various classes 
of expenditures, and that includes construction, 
acquisition of machinery and equipment -- do you 
wish to elaborate on that, Mr. Steele? 


MR. STEELE: Well, perhaps I should say 
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this, that we are aware that there is an increasing 
amount of interest -- the Glassco Commission 
recommendations, for example, on our financial 
management have pointed to this aspect of the matter, 
and it was suggested, indeed, that the estimates 
Should be reshaped and placed on some basis where 
the capital would be shown below the line, or ona 
basis where you only take into account in the year 
in question the depreciation factor on capital 
investment. Il think you put your finger on it 
when you said there are pros and cons in this game, 
We have lived so long with the cash system that the 
Structure of the whole public accounts and the 
estimates is built on this basis, and it will re- 
quire quite a bit of study. However, we can see 
merit in it from the viewpoint of understanding the 
government presentations apart from anything else. 
COMMISSIONER MACKINTOSH: I may be wrong, 
but it seems to me chat for a time after Confederation 
the accounts were divided cue capital accounts and 
current accounts, This was usually an area of attack 
on the Minister of Finance in that what was represented 
as capital was not all capital. I am not sure of this 
but I think there was a change at some time, 
MR. BALLS: : Mr. Chairman, I think 
Dr. Mackintosh is quite correct, that for many years 
there was,in effect, a double budget in Canada, and 
the Minister of Finance would announce annually his 
income and out-go on current account, and almost 


invariably congratulate himself that he had been able 
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to achieve a surplus, and then in the next breath 

he would announce what his capital expenditures had 

been, what the capital revenues had been, and the net capital 
deficit and. then indicate the overall requirement 


for borrowing for the year. 
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I think that this was the case up until 
approximately 1920, and I believe that since that date 
there has been essentially an overall budget produced 
each year, I-would, however, add the qualification that 
the financial requirements for loans and advances have 
been excluded from the budget proper and to this extent 
have in a sense some modification towards the capital 
budget concept. 

COMMISSIONER MACKINTOSH: It is both in your 
paper and elsewhere hard to find much evidence of scope 
for varying government expenditures in a stabilization 
pattern. Everyone argues that the magnitude is too small 
and the expenditures too intractable as far as wawena 
figures are concerned. What about the inherent lag 
in decision and execution, leaving aside the question 
of whether the magnitudes are practicable or manageable 
and the sheer mechanical timetable of trying to detags 
an annual budget to business situations? 

MR. TAYLOR: There are quite substantial 
time lags both on the expenditure side and on the 
revenue side. It is true, of course, that changes in 
commodity taxes, saies, excise and so on, are normally, 
eventually, legally establashed as of the night of the 
Budget Speech, and then the revenues start flowing in 
or start declining right away. Changes in the personal 
income tax or the corporation income tax do have a 
substantial element of time lag before the revenues 
start rising or falling in connection with the tax 
changes. 


On the expenditure side there is a certain 
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amount of time lag too between decisions and the actual 
outflow of funds. Is that not so, Mr. Steele? 

MR. STEELE: Yes. Our general experience is 
that the inability to respond in a meaningful way with 
the general pattern of the economy is a rather dis- 
couraging one, for you are really forced to think of 
projects or areas of change where you can get a fairly 
quick result from the input, and there just does not 
happen to be too much in the general government programs 
which quickly respond in this way, except some of the 
techniques which have been devised in recent years by 
way of a sharedcost or sharei responsibility between 
federal and provincial authorities. 

Generally speaking, and commenting briefly 
on the shelf of rt “Pyblic Works" idea for a moment, 
unless you have a fair number of projects which can be 


4 


quickly brought on, the planning phase generally 
puts the thing out of kilter so far as the economic} . 
effect of it is concerned, and you wind up spending the 
bulk of it after the need has gone or has been some-~- 
what diminished. 

COMMISSIONER MACKINTOSH: If you got into 
a five-year estimate for budgeting, then your shelf 
of public works becomes a flow and it ought to be 
possible to slow up or expedite, and I would think the 
only way any progress could be made with the system of 
this kind is if you do accomplish this flow. 

If you think of it entirely as a stock, then 
you are always going to be caught without stock, but if 


it is a flow there may be some possibilities. 
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I suppose you do not even know when your 
estimates for a particular department are likely to 
get approved in a parliamentary session. Does this mean 
that expenditures are delayed then or do they get a 
twelfth grant of something? 

MR, STEELE: We have always had to live with 
this problem to a greater or lesser degree of 
aggravation. In fact, the supply arrangements have never 
hindered getting sis aaa main government program. We 
have always been able to anticipate on an interim supply 
basis and get approval. 

MR. BALLS: There is another aspect of this, 

that 
too, Mr. Chairman, and that is/once the estimates are 
tabled in the House, then on the basis of these tabled 
estimates contracts may be entered into. You do not 
have to wait for the approval of the estimates under 
the Financial Administration Act, 1951. 

MR, TAYLOR: But you cannot pay out cash? 

MR. BALLS: No, you cannot pay out cash until 
parliament has appropriated the funds. However, the 
contracts can be entered into as soon as the estimates 
have been tabled in the House. 

COMMISSIONER MACKINTOSH: In one of our papers 
which had to do with central bank action rather then 
government action, the contrast was developed between 
what they called the inside lag and the outside lag, 
the inside lag being the timetable of getting the 
necessary information indicators, arriving at a decision 
on them and being ready to carry it up to the point of 


action. The outside lag was the delay after the action 
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had been taken, say, in your case, after the budget 

had been passed, and the time when you actually get the 
money flowing through. Certain lags are involved there. 
What about the problem of this inside lag, the whole 
process of gétting not the Minister but Cabinet and all 
the people who are advising the Cabinet in various 
departments into any kind of a common pattern of policy 
with the necessary decisions? Is this a discouraging 
prospect? 

MR. TAYLOR: I am not sure that I get pre- 
cisely the point you have in mind. The Dominion Bureau 
of Statistics! figures and estimates of the national rat 
of economic growth, the national account generally, have 
been substantially improving in the past decade but they 
still are usually about 3 months late, For example, for 
the third quarter of 1962, the figures came out in mid- 
December, was it, Mr. Hockin? 

MR. HOCKIN: Yes. 

MR. TAYLOR: About ten weeks elapse after 
the end of the quarter before the preliminary estimates 
are made. Our staff in Mr. Hockin's division do give a 
lot of attention to the weekly and monthly figures as 
they become available, and they can progressively form 
their own judgment as to how things are moving. We are 
keeping in quite close contact with the parallel 
division in the Department of Trade and Commerce, with 
our friends in the Dominion Bureau of Statistics, and 
with the Bank of Canada officials. They are the 
principal ones involved. 


We also, of course, keep in contact with the 
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Department of Agriculture and other federal departments 
which have access to figures, facts, statistics and 
estimates of how things are going. Therefore, there is 
a certain time lag involved. 

The basic budgetary decisions of the broad 
budgetary pattern, are necessarily taken almost always 
at least a month before the Budget Speech. If 
Significant changes develop in the meantime there can 
be modifications, but in the preparation of the budget 
the general line of policy is that the Minister and the 
government reach decisions as to the broad pattern of 
what the budget shall be like very early in the calendar 
year, .assuming the budget is coming down, as is the 
normal case, in late March or early April, and then the 
last several weeks are largely devoted to the highly 
technical aspects of these budgetary estimates, includin 
the drafting of bills, and all that sort of thing, which 
takes up considerable part of the time. However, as I 
Say, normally, the basic decisions on the pattern of the 
budget are taken, not absolutely irrevocably “put are 
substantially taken four to seven weeks before the 
actual date of the budget. 

COMMISSIONER MACKINTOSH: So that 4f in-ttie fa . 
of a year a certain view was taken, then the first 
quarter of the following year would likely see some 
Slackening in the economy, and even if you were very 
Sure of your forecast it would probably be at least 
June before the first effects of any policy they decided 
upon would be felt on the expenditure side. 


MR. TAYLOR: Yes. Both on the spending and 
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revenue sides there is what you might call a psycholo- 
gical effect. If, for example, you announce you are 
going to make a certain change upward or downward in 
corporate or personal income taxes, the actual cash 

flow up or down will not occur until some months after 
that, but there can be a psychological implication which 
may have an effect on the behaviour of the economy. 

I may say that when the Treasury Board meets 
in the middle or late autumn to start work on the main 
estimates for the coming year, we do submit to the 
Treasury Board a pretty careful appraisal of how things 
look for the coming calend@r year, and it serves.-as 
sort of background information for the attitude towards 
spending programs. We not only do that but we also give | 
them a forecast of what the budgetary position will be 
in the coming year, if there were no changes up or down 
in the tax structure, and so on. 

COMMISSIONER MACKINTOSH: Is this done also 
to any extent on a regional as well as a national basis? 

MR. TAYLOR: Not very precisely. In my 

presentation to the Treasury Board I will review the 
economic structure, how it has been behaving during 
the current year and how it looks to be going. If we 
have had a crop failure on the prairies, for instance, 
I will weave that into my general analysis, and I may 
Say something about the unemployment situation in one 
particular area as compared with another area, and so 
on. 

COMMISSIONER MACKINTOSH: On the revenue side, 


taking into account what you have said about the 
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expectations which changes in revenue or taxation will 
create, there is room for more flexibility, assuming we 
have decided it is desirable. It is true that if you 
want to change the income tax fundamentally it is a 
fairly long drawn-out process. 

MR. TAYLOR: Yes. If you will recall when we 
re-wrote the Income Tax Act about twelve years ago, ; 

Assistant 

Dr. Eaton, who was then the/ Deputy Minister in charge 
of taxation, spent well over a year on preparatory work, 

and then as a matter of policy the government 
tabled the bill and gave it first reading at the end of 
the session and said they were not going to proceed with | 
it at that session. This gave the general public an 
opportunity to make comments and express views during 
the intervening months. The bill was, as I said, 
introduced and got first reading in May or June of one 
year and it was not re-introduced until the spring of 
the following year. That was a major rewriting of the 
entire Income Tax Act. 

COMMISSIONER MACKINTOSH: Purely from the 
point of view of varying the revenue, if it was thought 
desirable, which I do not say it is, it is possible to 
add ten per cent to the income tax rates or subtract 
one-twelfth, giving a month's holiday of income tax from 
the next year's tax, and this could be done very 
promptly and simply. 

MR, TAYLOR: Yes. In the autumn of 1950, at 
the time of the Korean affair, when we had to build up 
our defence revenues very rapidly, we did it by putting 


on a flat percentage increase which,I recall, after the 
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act was passed, was..found to have .baxed the extreme uppe 
limit by 102 per cent on their marginal income, and we 
had to amend that in the following year. But we did not 
regard that as being a very satisfactory method and the 
following year we reconstructed the progressive 
pattern of the income tax rates. That September, 1950, 
emergency budget was introduced because things had to 
move quickly and the Minister and the government 

decided to put a flat percentage increase on the persona 
income tax. 

COMMISSIONER MACKINTOSH: Well, for other 
purposes something similar was done in 1946, when the 
income tax was reduced by 16 per cent, but the tax for 
the current tax year was reduced by 4 per cent, that is, 
by the same level for the last quarter. 

MR. TAYLOR: Yes. 

COMMISSIONER MACKINTOSH: We have had a 
suggestion that in this area it might be worth looking 
back at compulsory and refundable savings as a means by 
which variation of tax rate or stabilization purposes 
might be made more tolerable. Has any work been done 


since the war on this? 
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MR. TAYLOR: No, as you recall, during 
the war we did have compulsory savings, which was 
in a sense a form of refundable tax, and you only 
paid it if you were not making certain other forms 

of savings, such as life insurance, and 

SO on. 

All I can say is that I think that 
almost all kinds of items dre some time _ 
or other mentioned to the Minister, but I think it 
is fair to say that there has been no serious con- 
Sideration given since the war to compulsory savings 
in lieu of an increase in income tax, The matter 
has been mentioned conversationally, I suppose, 

COMMISSIONER MACKINTOSH: The British 
government has given itself more latitude on taxation, 
but I suppose it is too soon to be able to assess 
the results of their experiment. They just used it 
on the purchase tax. 

MR. TAYLOR: Yes.’ The Chancellor 
of the Exchequer can either raise or lower certain 
commodity taxes by what we would call an order in 
council and that, of course, is familiar to our 
Minister. 

President Kennedy, as I recall it, 
made a similar suggestion in the income tax field 
to Congress but hasn't yet had congressional 
approval. 

COMMISSIONER MACKINTOSH: In our 


case the government has that latitude only in respect 
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to the tariff, 

MR. TAYLOR: Under the Financial 
Administration Act I think that the government has 
power to give remission of tax and it can apply, 
certainly, to any commodity taxes, 

MR, BALLS: The provisions for remission 
is in the Financial Administration Act, Section Se, 
which provides that: 

"The Governor in Council, on the 

recommendation of the Treasury Board, 

whenever he considers it in the public 
interest, may remit any tax, fee or 
penalty." 

And the section goes on to indicate that: 

"A remission pursuant to this 

section may be total or partial, 

conditional or unconditional, and 

may be granted 

(a) before, after or pending any suit 

or proceeding for the recovery of the 

CBX ose 

(b) before or after any payment 

thereof has been made or enforced eee 

(c) in the case of a tax or fee, 

eae particular case or class of 

case and before the liability therefore 

arises," 

COMMISSIONER MACKINTOSH: That sounds 
broad enough! I don't know whether there will be 


any questions arising on this or not, 
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COMMISSIONER LEMAN: I would like to 
ask a question. Could we turn again to page 21 of 
your brief, You give us there over all the years 
from 1927 to 1962 the budgetary revenue for each 
year, the budgetary expenditures, et cetera, and you 
also express the figures in the last four columns 
in terms of percentages of the Gross National Product, 

We are not talking now about what 
specifically might be done in the way of counter- 
eyclical budgeting either from the revenue side or 
the expenditure side, but in terms of what should 
one think -- let us talk theoretically at first in 
terms of each column -- what would one think to 
reflect the concept of countercyclical budgeting, 
would one keep his eye on raising the expenditures' 
Side as a percentage of the Gross National Product 
or would one keep his eye on absolute dollar figures, 
or how would one use the technique if you wanted to 
use it? 

MR. TAYLOR: Well, in forming a 
judgment of the overall budgetary pattern, the Minister 
mestings a couple of months before the budget is 

coming down, to review the whole economic 
Situation and the economic prospects, and he then 
reaches a decision as to what the pattern should 
be and his emphasis will be more or less evenly 
divided between expenditure patterns, revenue patterns, 
and the resulting budgetary balance, 

If the forecast seems to be a flattening 


out in the economic activity, it is a matter of govern- 
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ment judgment as to whether this should be met by 
increased expenditures of a certain constructive 
nature or the releasing of a certain amount of 
spending power by a reduction in tax 

rates, — 

These are decisions which the Minister, 
of course, has to reach in co-operation with his 
colleagues, and I mean by that the Cabinet, 

COMMISSIONER LEMAN: What I am driving 
at is this, Mr, Taylor, that if we look at the Gross 
National Product of your table we see that it has 
been going up quite steadily, don't we? 

MR. TAYLOR: Yes, 

COMMISSIONER LEMAN: So, it is a nice 
vague thing to say that countercyclical budgeting is 
to spend more on goods and services when one sees 
Some slack» in the economy and to spend less when 
one sees that the economy is going up fast, but you 
can't keep your eyes only on absolute figures, can you 

MR. TAYLOR: Certainly not. | 

COMMISSIONER LEMAN: Would you think 
in terms of varying the percentages of the Gross 
National Product which you have been dealing with? 

MR. TAYLOR: Varying the --- | 

COMMISSIONER LEMAN: Percentage of 
the Gross National Product figure, to see a variation 
in that; is that what would be important? There is 
no particular virtue in a surplus or a deficit as such, 
it is the real effect of goods and services that 


counts, isn't it? 
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MR. TAYLOR: Yes, that is one of the 
major influences, These Gross National Product 
expenditures in percentages are a fairly recent 
introduction... They have been carried back to 1927, 
but I think they were first referred to in Parliament 
only about six or eight years ago. 

COMMISSIONER LEMAN: We are always 
talking about the marginal effects of such action, 
are we not, so what I am asking you could be no good, 
really, as a countercyclical weapon, you would have 
to think in terms of a movement here on the expenditure 
Side in one year from 15 per cent of the Gross 
National Product to, say, 18 per cent of the Gross 
National Product when we want to spend more, and going 
baey to 15 per cent in a later year when you want to 
spend less. 

Similarly on the revenue side you 
always think in terms of that percentage of the 
Gross National Product which you want revenues to be, 

MR. TAYLOR: You may recall that 
the Ministers: Of Finance in their statements in 
Parliament not infrequently refer to the deficit 
or surplus as being the significant factor, 

I recall Mr. Abbott when he was 
Minister of Finance defending a very substantial 
surplus he was budgeting for on the ground that 
this was a substantial element in our sa ticale hia ereades 
policies, 4nd to move on to the much more recent 
period, Mr. Fleming as Minister of Finance has 


explained that the reason, the major reason for a deficit 
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was that it provided a measure of 
encouragement to economic expansion, 

COMMISSIONER LEMAN: Well, that is 
exactly what I am groping for; what is the correct 
notion to apply to this sort of thing? I am afraid 
of vague expressions about spending naxé or spending 
less, and I would like to get an anchor somewhere 
as to what one means exactly about spending more or 
spending less. I am just wondering if focussing on 
the absolute amount of deficit or surplus is the 
approach to the problem. 

MR, TAYLOR: Well, as these are 
matters of opinion which the ecmomists from 
across the country have very varying views on -- I 
should add, of course, that particularly in relation 
to the budgetary balance, the final results often 
vary quite substantially from the forecast at the 
beginning of the year, and yet these are often due 
to quite modest percentage changes in either revenue 
or expenditure, When you have a budgetary expenditure 
of something over $6 billion and revenues of about 
the same order of magnitude, a one per cent variation 
is a difference of $60 million, and if your 
expenditures are up by one per cent and your 
revenues down by one per cent, you vary your 
pudgetary balance by $120 million. 

COMMISSIONER GIBSON: I would like to 
go back to this delightful expression which Dr, 
Mackintosh used, "the inside lag". This is the 


time it takes to recognize a change and to do some- 
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thing about it and in a way make a decision, 

Now, in talking to him you talked 
about the various procedures that have to be gone 
through, You have to watch statistics as to how 
far the statistics are up to date and various 
people have to be consulted and you have to reach 
some kind of an understanding of minds before there 
is a conclusion to be reached. Isn't there also 
the problem of recognition both with regard to whether 
things like increasing expenditures are increasing 
taxes, and vice versa? Turning points in a business 
eycle are always clear after the turn, but are not 
always very clear at the time, and even when you think 
there is a turning point you are not sure there is 
much vim in the country or much down-turning, but 
isn't there always a tendency to wait and see until 
you can really reach a meeting of minds that there is 
a strong move in one direction, 

MR TAYLOR: “yes, As yeu say, economic 
forecasting, even of the experts, is by no means 
perfect, and in a country Like Canada with a highly 
open economy, an awful lot depends on how things 
Will develop in the United States, western Europe, 
Japan and other countries with which we have 
substantial trade activities, so that it is not 
easy to be at all precise on your forecasts, 

Then, the parliamentary tradition 


of having an annual budget which normally comes 


down between the middle ef March and the middle of April 
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means your decisions on expenditures 

are taken very largely in November and December, 
Decisions on the revenue side are taken in 
January or February, and therefore there are these 
important internal lags. Perhaps I should add 
that government policies are important and influential, but 
they are not completely dominant in the country. 

The Minister of Finance referred 
to this in Parliament in his October speech, pointing 
out that a large degree of influence on the behavior 
of the economy is entirely outside the government 
range. It is how businessmen make their policies, 
and so on, Of course, monetary policy and fiscal 
policy have important influences, but they are not 
exactly, shall I say, omnipotent. 

COMMISSIONER GIBSON: What I am 
getting at is this -- and you have partly spawered 
the point -- the inside lag plus the time these things 
take to have effects in a real world is usually pretty 
substantial, and sometimes it is quite long, and 
in the circumstances do you think that if the 
budgetary policy were used for countercyclical 


purposes that it could be very effective in the short 


cycle? 

MR. TAYLOR: It can have some influence 
on it if we are able to > Succeed in doing a good 
job. 


COMMISSIONER GIBSON: You have to be 
pretty good forecasters if it will have an influence, 
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MR. TAYLOR: Yes, and I would attach, 
of course, a good deal of more importance to what 
you might call the longer term effects of economic 
growth, 

COMMISSIONER GIBSON: That was what 
I was going to ask you next, whether the medium term 
isn't the more effective field where you get a real 
change in the economic climate, as you did after 
1957, and then another kind of policy may seem 
appropriate for quite a considerable period of time, 

MR. TAYLOR: And .in both their 
revenue and spending programs , what is equally 
important to their grand total is their pattern; 
in other words, in your spending of. 

Six billion dollars, whether you raise or lower that 
by two or three or five or ten per cent has some 
effect, but the more important effect can come from 
exactly how you will spend the money. That was 
referred to a few minutes ago in rather general terms; 
the equally important aspect of the spending program 
is the pattern of spending, that that is just as 
important and sometimes more important than the 

grand total of spending. 

COMMISSIONER GIBSON: In terms of its 
permanence or its particular economic effect at the 
time? 

| MR. TAYLOR: In terms of its economic 
effect at the time, and also it has to be fitted in 
to the prospects of what you might call the mid 


term, the next three to five years, 
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COMMISSIONER GIBSON: Then, there is 
the other point that some additional expenditures are 
almost by their nature bound to be permanent, whereas 
others, such as Public Works, are not necessarily 
intended that way. 

MR. TAYLOR: The Public Works program, 
as Dr. Mackintosh pointed out, to a considerable 
extent can be accelerated or slowed down. I think 
he said that to a parliamentary committee about fifteen 
years ago when they were having a lot of argument about 
having a shelf of work. I remember that Dr. Mackintosh 
took that view, and when I was called before a Committee 
at a later time I said that I didn't think you should 
or could put important public projects on a shelf: wou 
had a total flow of construction expenditure, and if the 
government wished to do so it could accelerate that flow 
or Slow down that flow in relationship to the business 
cycle situation. 

But when you work on a large construction 
project, for example, the St. Lawrence Seaway you have 
to finish it on schedule; we were spending $4 or $5 
hundred million, or if you include the hydro, it was 
well over the billion dollar figure; but it really 
would not make sense to slow that down because business 
was booming too much. It would not be sensible to sprea 
that project over eight or nine years rather than doing 


it all in three or four years. 
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COMMISSIONER MACKINTOSH: It does 
make sense to remove as many other public projects 
as you can from that period, 

MR. TAYLOR: Quite, and you recall 
we did do that at the time of the Korean crisis, 

We did cut back expenses quite substantially in 
the Public Works end by slowing them down 

and deferring them,and a Similar action was. 
announced in the summer of 1962 when there was 
a fair amount of reduction of expenditures, not 
by cancelling but by deferring 

certain public construction. 

COMMISSIONER GIBSON: In thinking of 
your description of what they are, it would seem to 
me that there was one qualification to this that 
Dr. Mackintosh listed -- or, it was somebody else -- 
and this was to reduce taxes at any time but it 
didn't have to be a big lag, and there I take it 
certain taxes can be increased between budgets and 
this has happened in the case of tariffs. Could 
you elaborate on that? 

MR. TAYLOR: One case I dan refer to, 
of course, is the emergency import surcharges which 
were based upon certain existing statutes, 

To-do that we employed the statutory 
authority to put tariff rates up to the general 
tariff level from the British preferential or the 


Most Favoured Nation, and then remit the amount 


necessary to bring the Surcharge down to the fifteen 
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or ten or five per cent level, 

COMMISSIONER GIBSON: This is the 
only area where action was ie 

MR. TAYLOR: I could go back to what 
has been commonly called the "radio budget of 1947", 
and legally this can be done because in every budget 
Speech the commodity tax changes go into effect that 
night, but often a bill isn't passed for three, four, 
eight or even ten weeks, and occasionally even longer, 
and yet when the bill is aah the bill says that 
this tax goes into effect on April 12 or March 18, 
and so on, 

COMMISSIONER GIBSON: When it was 
announced? 

MR. TAYLOR: Yes, when it was announced. 

I know that Mr, 

Abbott took the view when he announced on the radio 

in November of 1947 that certain Surcharges on the 

excise tax would be introduced in parliament when 

parliament met -- 4ndit was going to convene in 

about ten days at the time -- and when parliament 

met it would be asked to make this tax 

effective as of the night on which Mr. Abbott made 

his radio speech, 

Now, that was very highly criticized, 
of course, and has been in subsequent years, but 
there I believe that parliament can at any time 
impose, legally impose a tax which is retroactive, 

even © ie ee years, It has never done 


that that I know of, but parliament can impose tax 
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retroactively, 


COMMISSIONER GIBSON: In other words, 
this is not a practical instrument from the stand- 
point of regular anti-cyclical policy, it is an 
emergency possibility. 

MR. TAYLOR: There has been a good 
deal of interest both by the public and at... 
‘government levels on the action taken 
in the British parliament a year and a half ago 
where parliament authorized in advance to the Chancello 
the power to move taxes up and down, 

COMMISSIONER GIBSON: What about the 
business of running surpluses and deficits from the 
Standpoint of public reaction? You say eeeeeats 
there wasn't an anti-cyclical Jotnnee but isn't there 
a lot of public concern about deficits and concern 
of another kind about running surpluses? 

MR. TAYLOR: Well, I think that you 
and your SSL eeeue st BRS as good judges as I am of 
that. I think the public information in the last 
decade or so has become much better informed on the 
economic implications of budgetary surpluses and 
deficits, The more informed public no longer takes 
the view that budgets should always be balanced year 
in and year out, which was the accepted view in the 
19th century in England and a little more recently 
in Canada, 

COMMISSIONER GIBSON: If you had a five 


years' budget, as Dr. Mackintosh suggested, would it 


: 4.5 eee a | Re oe 
“ ~ ae > ‘ Lai : ’ . Ss oo 


 .ULevidosortes 


,abiow tendo aI :YWOealn ARVOTE2IMMOD 


-baste ofS mort dnemyxtent [notto&igq s tom et altné 


ms ef $E .yollog [sstloyo-lins wstugex to tatog 
eViilidteaog yYonegrems 


boog s aeed asf otsiT :HOIYAT AM 


dest obktos eit ie atavet tremerrevoy: 
Oogs Tisd s bas usey s taeomsifiueg dettind odd at 
olfsonsdd oft ot sonsvbs at pexsttodtus tnemsifusq stow 
Awob base qu aexsd esvom o¢ rewog ak 

eid Juods tsdW :MO2EIN ANMOLeemMMOn 
sav mort edtofieb bas essulquya anton to seenteud 
vittindve yea voy tmoisoss: olffdugq to tntogbasde 
eTedd t'aetl gud SisSten (soiloyo-finas as t'masw eredd 
mtgomoo bas ediotieb Juods atesnos otfduq to tof & 
“Paoeurlquva gatnnwe tyods bain tedtones to 

Noy Hts seeks L .f{foW :HOUYAT <AM 

| toms I as eegbut boog as de Watsed Pod suvoy bris 
vas! oat at nolssmtotnt offdugq odd watdd I pated 
sav mo bomrotiat tTedsed moum emoosod asrl of to ebsoeb 
bas aseniquue yrstexybud to anolisotiqnt otmonose 
e@oXsd tsgaol om olkiduq bemrotat syom scat e&tTiotitsb 
Is9y bsoasisd sd syvewls biwora etegbud tsdt wetv odd 
edd mt wetv betcseoos end asw dotdw .TyO iS9Yy bas at 


visnsoe oom ofddtil s bas oasignd at yrutnes AseL 


.8bsas) at 


evit s bse voy tI :Moaalyp aNMOTezIMMOD 


ti bivow oS ho daodninosM .1@ as .tegbud ‘e185, 


vo 8 bas oflduq sit Wd Agod taeretmt to [seb 


Nethercut &é Young iz i313 os 


Torente, Ontaric 
be hard to get around this problem? I don't make 
any suggestion that we should have it or raise the 
possibility. 

MR, TAYLOR: Well, Mr. Steele referred 
to making general forecasts or appraisals of 

coming 
expenditures in the / three to five years, and 
I think there are some very real technical problems 
which will rise if you commit yourself to future 
tax changes, 

For example, I think there has been 
a proposal in the United States that they should 
reduce corporation taxes by a certain number of | 

points 
percentage:/ each year for the next three years. _Well, 
if you did that in Canada, if you announced that you 
were going to cut corporation income taxes by three 
percentage points this year and three next year, and 
So on, it would give the chartered accountants an 
awful lot of business in doctoring up the taxable 
income this year and trying to postpone it if possible 
two or three years from now, 

COMMISSIONER MACKINTOSH: I could take 
the view that the corporate taxes regularly are too 
high and ought to be whittled down, but there is 
no stabilization value in announcing a reduction of 


taxes in five year steps. 


MR. TAYLOR: No, 
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COMMISSIONER MACKINTOSH: You need a much 
freer hand than that. 

MR. TAYLOR: The only commitment we have made 

amount 
ahead, and it is not an absolute/commitment, is that 
we have undertaken,not to reduce our taxes, but to reduce 
our share of the personal income tax and raise the 
provinces! share by one percentage point per annum. 
They will get 16 per cent in 1962, 17 per cent in 1963, 
and finally 20 per cent in 1966, of the total income 
tax that we collect. Now, that does not commit us to 
never raising or lowering our rates of taxation at any 
time during the coming four or five years. 

COMMISSIONER MACKINTOSH: Perhaps I can be 
allowed to raise a point that I intended to raise 
earlier. A few years back it was very popular to talk 
about the built-in stabilizers in the budget. Am I 
right that this has got a bit out of season now, and is 
not quite so popular a view? 

MR. TAYLOR: I can remember a semi-learned 
journal publishing a paper sometime ago showing that. 
these stabilizing payments resulted in a much smaller 
amplitude in the ups and downs of the rate of growth 
of consumer expenditure. Mr, Hockin, you have been 
doing some work in this area. Have you any comments 
to make? 

MR. HOCKIN: Well, having just had a session 
abroad with a group that was particularly interested 
in this aspect, Mr. Chairman, it is, perhaps worth 
reporting that there was quite a strong body of opinion 


in this group that felt that the built-in stabilizers 
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by themselves were not worth anything; that what you 
needed was something over and above the built-in 
Stabilizers; that if you really wanted to overcome 
cyclical effects, you had to do something deliberate 
in bringing about a loss of revenue or an increase in 
over and above 
expenditures / such things as unemployment insurance 
payments; and that if they were built-in they were 
ipso facto really not very good. This was a view that 
was quite strongly expressed. To that extent I think 
there is certainly a body of opinion which takes — 
the view, to use Dr. Mackintosh's expression, that it 
is, in fact, a bit out of season to Say that built-in 
Stabilizers work today. 

COMMISSIONER MACKINTOSH: I would take it that 
this view was founded on effective expectations rather 
than on the effect of Simple variations in government 
intake and outgo? 

MR. HOCKIN: It is not very clear as to 
exactly what this view is built on. 

THE CHAIRMAN: It was built-in -- or was not 
built-in. 

COMMISSIONER MACKINTOSH: You just go on, as 
it were, on an accounting basis within a variation, as 
between surplus and deficit, of $2 billion, or whatever 
you say will have the same effect. If you say it must 
be deliberate than you must base your conclusion on 
expectations. 

MR. HOCKIN: I think it was a view really 
that the built-in stabilizers themselves could just 


bring about an improvement within a relatively narrow 
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range. But, if the problem you pose was one of more 
massive proportions then it is said that over and above 
the built-in stabilizers you have to have Something whic 
goes further, either in the direction of creating a 
bigger deficit or in the direction of creating a larger 
Surplus. But, most of the discussion seemed to be of 
the sort related to the creation of a bigger deficit. 

COMMISSIONER MACKINTOSH: I think that coincid 8 
with a vague view of my own that a great deal depends, 
with respect to surplus or deficit, on whether general 
opinion is that the government was pushed into it or 
embraced it deliberately. 

MR. TAYLOR: I recall that eight or ten years 
ago a fairly distinguished Canadian economist came to 
see me and had a long talk with me, arguing that we 
Should set up a perfect tax structure and then never 
change the taxation rates at all. His view was that in 
years of economic depression we would automatically run 
a deficit and in years of prosperity we would automatically 
run. a. surplus, and that that would cure all the problems. 

COMMISSIONER BROWN: That visualizes an 
automatic rate of expenditure too. 

MR. TAYLOR: Yes. That was when expenditures 
were going down a bit, and he thought c 
they were still going that way. 

COMMISSIONER BROWN: I wonder if I could go 
back to the question that was asked earlier about the 
relative merits of reducing tax rates, or increasing 
expenditures. You might properly say that this is a 


decision that the Minister at the time would have to 
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make. At the same time, we have been discussing some 
examples of increasing expenditures for purposes of 
monetary policy and purposes of economic policy and 
this includes the contributions to lower or junior 
governments on a participating basis, and so on and so 
forth. Can you give us some examples of where for 
purposes of monetary policy and based on economic 
forecasting the tax rates were reduced in an endeavour 
to stimulate the economy, and can you give us a4 picture 
of how effective they were? 

MR. TAYLOR: I do not think I can at the 
moment -- 

COMMISSIONER BROWN: In other words, is this 
something that has not been used in Canada? 

MR. TAYLOR: Well, it is the kind of thing 
which we had to give a good deal of consideration to, 
but it is rather hard for me to say just exactly what 
was done and why it was done. Almost nothing is done 
for a Single reason. They are usually several reasons 
why you do this or why you do not do that. 

COMMISSIONER BROWN: Was there not a reduction 
in the excise tax on automobiles; would that not fall 
into that category? 

MR. TAYLOR: Yes. The Minister 
Said when it was first reduced. by one-quarter and then 
abolished entirely -- that is the special excise tax 
on automobiles, and the Minister did say at that time 
that that was designed to give encouragement to a 
particular area of the economy. 


COMMISSIONER BROWN: You have no examples of 
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reduction in the rates of corporation tax or individual 
income tax for this purpose? 

MR. TAYLOR: No, I do not think the Minister 
has ever used that sort of explanation, or given that 
reason, when corporate taxation or income taxation was 
being changed. 

COMMISSIONER BROWN: All I was trying to get 
at in a broader point of view is the extent of your 
use of economic forecasting from the point of view of 
stimulating the economy or slowing down the economy, 
or from the point of view of looking at your own 
picture of revenues. 

MR, TAYLOR: As I said earlier, in reaching 
a general appraisal of what the pattern should be in 
the coming year the Minister does give a great deal of 
thought to the general economic indications of his 
budgetary policy, but the precise decisions are based 
on quite a variety of representations either for or 
against different types of tax changes or expenditure 
changes. 


THE CHAIRMAN: We will adjourn for ten minutes|. 


--- A short recess. 


THE CHAIRMAN: We will now resume. 
Mr. Taylor, we have been discussing the 
cyclical problem with respect to the federal ¢ vernment 


briefly, and I would like to look at it from the point 
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of view of possible coordination between the federal 

and the junior governments, -- that is, particularly, 
the governments of the provinces. First of all, I would 
like to look at the possibility of some sort of cyclical 
program that involves capital expenditures in the way of 
construction and that sort of thing. Has there been any 
attempt to work out a program of that kind, or has there 
been any consideration given to it together with the 
provinces? 

MR. TAYLOR: Do you refer to having a coordi- 
nated -- 

THE CHAIRMAN: I am thinking of a program 
which would involve the expenditure of money on 7+ 
construction projects at a time when the economy is 
Slow. That is really what it amounts to. 

MR, TAYLOR: There has not been any formal 
coordination. I think there is a fair amount of 
conversation that goes on between levels of government 
as to the merits of this area. I think, perhaps, one 
of your colleagues, Mr. Gibson, could inform you because 
he was quite active in preparing the famous Green 
Papers in 1945, which I missed because, for the only 
time in my life, I spent two months in the hospital 
that summer. I was not present and I did not have much 
to do with it, but there was a greal deal of discussion 
then of dominion-provincial coordination in the general 
financial and fiscal areas. 

THE CHAIRMAN: And specifically in this area, 
as I recall it, there was a proposal that the federal 


government would contribute 20 per cent to the cost of 
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plans, I think it was, to support a program of that 
kind if it were timed in an appropriate way. I think 
it was something of that kind. It was fairly general 
at that time. 

MR. TAYLOR: You will recall that the govern- 
ment has done quite a bit in this general area in the 
last year or two. 

THE CHAIRMAN: I believe it has. I have heard 
something about that. 

MR, TAYLOR: The government has undertaken 
to give additional grants in aid to certain construction 
projects if they are undertaken before March.31, 1963, 
and I think that date hasnow been extended for another 
year. 

THE CHAIRMAN: Has very much been done, do you 
know, under that program? 

MR, TAYLOR: Oh, yes, quite a lot. This 

includes the areas of water and sewers. The governmen 
not so much for cyclical reasons but for the longer term 
quality of employment,has put a great deal of HiPottie- 
ment and, indeed, pressure on the provinces by offering 
them very substantial financial assistance for 
the building of technical training institutes. 

The water and sewer projects, I think, could be 
more directly focussed on the cyclical Situation, but 
the vocational training institutes are not so much 
founded on a cyclical basis as ‘on a longer term basis, 
the importance of having a much higher proportion of 
technically skilled workers. 


THE CHAIRMAN: But a considerable amount of 
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building has already been done under the vocational 
training plan? 

MR. TAYLOR: Yes, a very large amount. Was 
there a time rate there? 

MR. STEELE: The incentive features of that 
program increased the federal government's share from 
50 per cent to 75 per cent. 

THE CHAIRMAN: The federal government's share 
is 75 per ‘cent? . 

MR. STEELE: For capital works. 


THE CHAIRMAN: That ineludes the vocational 


program? 

MR. STEELE: Yes, specifically that, sir. 

THE CHAIRMAN: And the other program with 
respect to sewers and that sort of thing -- is that also 


75 per cent? 

MR. TAYLOR: My recollection is -- and I am 
sorry for not having the figures here -- that the money 
on the water and sewer projects is loaned, but if the 
work is undertaken prior to a certain date 25 per cent 
of the loan will be remitted and will become a grant. 

THE CHAIRMAN: Well, the concentration on 
the sewers is probably because the work can be started 
more quickly and turned off more quickly. Is that one 
of the reasons? 

MR. TAYLOR: These grants are not for ordinary 
Side-street sewers. What is contemplated here is the 
main trunk sewer, the construction of which is quite 
a substantial operation. The one in Ottawa, for 


example, is to take about five years to complete, and 
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the work has been going ahead very rapidly in the last 
two years. 

COMMISSIONER MACKINTOSH: Is it basically to 
help the municipalities expedite housing by getting. these 
big trunk sewer projects through? 

MR. TAYLOR: Yes. Another factor in some areas 
is the increasing concern with respect to water pollution 
in certain rivers, both domestic and international. 

THE CHAIRMAN: But the large trunk sewer 
projects which take five years to build would be more 
than just useful as part of a cyclical program. It 
might be started in a time of slackness, but it would 
have to proceed in any event to its completion, I 
suppose? 

MR. TAYLOR: Oh, yes. 

THE CHAIRMAN: I noticed that there is a 
continuing committee established between the provinces 
and the federal government dealing to a large extent 
with financial matters. Has that committee ever given 
any consideration to this sort of program? 

MR, TAYLOR: The continuing committee on 
dominion=-provincial economic affairs -- is that its 
correct title -- was set up in 1955. The Deputy Minister 
of Finance is the ex officio chairman, 4nd the | 
provincial nominees are normally the deputy provincial 
treasurers, although they are not invariably those 
officials. The primary work of the committee has to do 
with the operations of the dominion-provincial tax 
agreements and the tax sharing program, but we do have 


a fair amount of discussion at our various meetings on 
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other matters of general economic interest and impor- 
tance, 

The committee meets not less than twice a 
year, and we deal with a considerable variety of items. 
We have no authority or power to make decisions. The 
meeting is a series of discussions, and then each person 
reports back to his own Minister or his own government, 
although frequently on a number of technical points, 
particularly in the tax agreement areas, we reach 
unanimous views as to what should be done, and then that 
view is carried out by the respective governments. 

THE CHAIRMAN: There has been considerable 
progress made in the --- 

MR, TAYLOR: Well, a very important advantage 
of this committee is that we have become very well 
known to each other. Prior to that time I knew quite 
a few of the provincial people, but I did not know them 
very well, and in the last 7 or 8 years the committee 
has resulted in the provincial officials themselves 
getting to know each other and understanding what is 
going on in the other provinces, and there has been 
brought about a pretty intimate acquaintance at this 
fairly senior official level. 

One result is that I get a fair number of 
telephone calls from them. These calls are entirely 
unofficial and what is said during them is, so to Speak, 
off the record, but sometimes they will call up and 
Say: "We are thinking of a certain kind of bond issue. 
What do you think about it?", and I will give them my 


views and try to answer their questions. Sometimes the 
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bond issue never materializes, and sometimes it is quite 
different from what was described at first. However, 
there is a good deal of fairly intimate contact between 
the provincial governments and the dominion government 
in this financial area. Of course, there are other 
dominion-provincial committees that deal with mining, 
agriculture, health and welfare, and so on. There is 
quite a number of committees of that sort that are 


operating. 
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THE CHAIRMAN: But this continuing 
committee is chiefly concerned with financial 
problems? 

MR. TAYLOR: Yes. On one or two 
occasions when the financial implications of certain 
fields came up, say, in the Health and Welfare field, 
it has been agreed that each individual should advise 
his Minister to see that the interprovincial committee 
on Health and Welfare review this or that aspect 
of their problems, 

THE CHAIRMAN: The question I am 
about to ask may not be a fair question, considering 
the cyclical program, but let me say first that 
in our travelling throughout the country a number 
of representations from provincial governments and 
others advocated some sort of program of this nature, 


That is why we are bringing it up here today, to 


get your view. There seems to be some feeling 

that a considerable amount could be done by a program 
ef this kind, I was wondering if you are ina 
position to say whether your experience with respect 

to that sort of thing so far would indicate a reasonabl 


possibility or not. 


MR. TAYLOR: This would be very much 
a decision which would have to be reached at the 
political or government levels. 


THE CHAIRMAN: Then I shall: not press 


you for an answer to that question, 
COMMISSIONER GIBSON: May I ask a more 


moderate question in the same vein? Do the informal 
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discussions which you have had extend to problems 
of economic stabilization, deficits, services, and 
so on? 
| MR, TAYLOR: Not in great detail. 

The committee meets normally twice a year. When 

the quinquennial agreements are. being reached we 

often have to meet five or six times a year on the 
Dominion-Provincial tax-sharing arrangements. 

Usually we provide for at least a 
couple of hours at our meetings for a general economic 
review and economic appraisal. In those sessions 
there is a fair amount of discussion of policies 
which affect economic growth and stabilization, 
but we do not try to reach any conclusion. I usually 
lead off, or ask Mr. Hockin to lead off, one aaa 
economic analysis of ania is going on, and we invite 


some of the provinces to express their views as to 


how things are going in their regions. That is about 
as far as we go, 
COMMISSIONER GIBSON: It would not 
bear any resemblance to the discussions between the 
O.B.E.C, countries in the past years about their 


relative financial programs? 


MR, TAYLOR: No. 

COMMISSIONER GIBSON: To carry on with 
this same subject, could you envisage much more 
progress along these line with the existing machinery, 
or would you need a permanent secretariat if you were 
going to provide this aspect of Dominion-Provincial 


co-operation? 
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MR. TAYLOR: Again, I have to refer to this 
aBua Statement by individuals, The representatives 
of two or three provinces have suggested at various 

full time 

times that there should be a secretariat and/research 
déuiited set up, and that matters of that kind should 
be undertaken, But, that suggestion has not received 
unanimous support at our meetings, 

In our Dominion-Provincial section 
of the Department of Finance we do provide a person 
who acts as the secretary of the continuing committee, 
and we do a fair amount of studies of various aspects, 
though we have never found time to make the more 
elaborate research undertakings which some of the 
provinces have expressed a good deal of interest in. 

One of the items which some of the 
provinces have been pressing for has now been taken 
over by the appointment of the Royal Commission on 
Taxation. 

COMMISSIONER GIBSON: But anything 


that is presented at the meetings is presented by 


the federal government or one of the provincial 


governments, There is no presentation of any ideas 
by any secretariat of any kind? I.mean by that, 

the man you have in Ottawa Lie not belong to the 

conference? 


MR. TAYLOR: He serves’ as secretar 
of the meetingsy), ‘°° VOR? “Now His main operation 


i 
PU gh 


from week to week is the operation of the tax #4 


arrangements. He also is responsible for our grants 
&o- municipalities in lieu of taxation on federal 


real estate, and he has a number of other items, 


s - =“ 
a 7 ae lala te 
ay mm { 


y 


7 iol notet of paeasili: lila MOIYAT SM di Jonwon att ? 


uy 


q sevideinsestqot orf? saimubivtbat ‘ dnenedase ait: 7 
a he 


evotusv ts bedasggue ever asontvetq ssxdt 10 ows to 

emit [fut 
fotsezen\bns ¢sirstetese s ed bivoda etonld a eontd 
a bivode bait ¢sdd to atedtsm tad? bis .qu doe enaitenens 


bevisost von asd noldeogave tedt .du@ .mexisirebay od 


eagatieoon iwo ds dxeqque evominsay — in . 

A nottose Lstonivori-nointsed avo al | - | ig | 
a noateg s shivetg ob sw sonenth to Jnemd teqed ent ‘to e 
ig sedvinmoo giivaténes sat to yrsteroen ond as etos orlw jor 

2 ,atosges eal to eelbude to drawoms tis? s ob sw bre a | 

: stom odd exam o¢ omit bryet tevem eved ew digvort ist } 
< ond lo omoe doldw eantistrebay dovsssen etetodsle a 
se if deorstai to [seb boog « beaaetqxs evan soorntvorg a 
' eit to emoa dotdw emetk edd to end ia 

. foist sesd wom asd ‘et goitemaee mesd sven esontvorg jar ; 

j no notes fmmod Lexont oft lo tnemtatogqs sas vd t9vo tt 
a) ae | aolisxa? at 
: anidgyas va :MObELa AEMOL2eIMMOo Of 
‘ yd betmerong et agatiesm end ds, bednsaeiq al sadd os 
S fsionivotq sd? to eae xo taommrevoy, Isrebe% odd te 
- esebi yas to moltstmesesq om at ounsdit oS TMOMALSVOR — cs 
4 <sdy yd asem. I tbain yas to datusterose yas yd CaN 
. ont ot gnelsd Jon esob swattO at evad voy asm odd Rr 
| teonexsinco } && 


"gd91992 af aevres oH : HOTYAT aM . : 
i we noltsreqe alem eth yell “HOY. .pegetteem ont to | of 
7 \ . 


satredpit xsd sid to moldsieqo ent ef doow oF Axoow mort 


einsiy two 10% eidtaneqees et oale sf eonomegnsrre 


{sysbot mo aokdexst to weil mt aelstisqtot oi od ¥ 


samodt orivo 2 o Todmen s a8 i od 
S) eA 2 eae Pid : ' | : : | 


Nethercut & Young one 7388 ~ 


Terente, Ontaric 

THE CHAIRMAN: We have the position 
put to us by some witnesses that monetary policy is 
limited in its effect to deal with recession conditions|, 
and they suggest that the main brunt of the load is 
to be taken by fiscal policies, Others who were 
dealing with fiscal policy, and are more interested 
in that problem, say that fiscal policy has its 
limitations and that the greater share of the burden 
has to be taken by something else, 

Is not the real solution, or the 
progress towards a solution, a combination of all 
policies that might in themselves have the effect 
of improving the situation; that is, supporting | 
monetary policy by certain fiscal policies of various 
kinds, and thereby creating an improved atmosphere, 

MR. TAYLOR: There is really no 
panacea, All these policies are parts of a general 
economic policy, and there is a certain amount of 
overlapping of each other. They also have different 
degrees of influence, not just in the up and down 
stages of the business cycle, but because of the 
variations: in business cycles, . here is one 
other point of real importance, namely, the general 
problem of the current account balance of 
international payments, That is one of the major 
economic problems to which this country has to 


address itself, 


THE CHAIRMAN: In dealing with the 
problem of tax reductions as one item, in view of 


the large expenditures by the provinces today, any 
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tax reduction for the purpose of assisting the 
economy to be effective would have to be oo-Gidenatea 
with the provincial taxation, would it not? Is that 
a practical proposition? | 

MR. TAYLOR: It certainly is one of 
very broad interest and significance, Again, this 
is a matter which would have to be considered at a 
very high political level. As you know, a good many 
of the provinces from time to time suggest that the 
Dominion government should reduce its taxation, not 
in order to give more spending power to the general 
public, but to give more room for them in the field 
of taxation. 

THE CHAIRMAN: That seems very familiar, 
indeed. 

MR, TAYLOR: I won't go into your 
past history, att 

THE CHAIRMAN: I am very moderate, 

There is one further item here. I 


understand that sometimes complaints are received 


from the provinces about the cost-sharing program, 

It is clear that they distort the capital expendi- 

tures and cause a shifting away from some programs 

of their own towards those to which the federal 
government pays a share, As far as they are 
concerned, there is a certain amount of dissatisfaction, 


Is that still so? 


MR. TAYLOR: We, of course, have a 
very large amount of cost-sharing programs, largely 


in the Health and Welfare field, and also in certain 
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other areas, I am not aware of any province saying 
publicly they did not like these programs. Some 
provinces have delayed two. or three years in coming 
into the program, For example, when we introduced 
unemployment assistance, two or three provinces did 
not come in the first year, and one province stayed 
out for about three years before participating in 
the unemployment assistance cost-sharing program. 

As I say, I am not aware of any public statement 

by a province that it disapproved of this or that 


cost-sharing offer, 
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COMMISSIONER HARROLD: Mr, Chairman, I have 
two or three questions which I should like to ask with 
respect to, section 5 of tie Submission now before us. 
Perhaps this is the time to take these questions up. 

THE CHAIRMAN: Section 5? 

COMMISSIONER HARROLD: I am sorry, section 4, 

MR. TAYLOR: On guaranteed loans? 

COMMISSIONER HARROLD: Yes. 

MR. TAYLOR: It starts at page 50. 

COMMISSIONER HARROLD: Yes. There is the 
heading, "Loans by the Chartered Banks guaranteed by 
the Government". And in the first paragraph you have 
this sentence: 

"In effect, these loan schemes serve to 

fill a gap in existing private financial 

facilities." 

Then on page 58, I believe it is, there is 
a paragraph which talks about the introduction of 
government guaranteed loans. I am referring specificall 
to the Farm Improvement Loan that, I believe, was 
incorporated 17 years ago, in 1944. You say: 

"The introduction of government-guaranteed 

loans gave farmers more comprehensive access 

to the banks and thus to the largest pool 

of loan funds in Canada. In establishing 

a Viable debtor-creditor relationship between 


farmers and the banks for credit beyond short- 


term requirements, the Act was effective in 
breaking down institutional barriers which 


had existed previously." 
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To what institutional barriers were you 
referring in that last sentence? 

MR, PLUMPTRE: I think what was embodied 
in those rather cryptic words were that while the 
Canadian chartered banks are not limited by law in 
certain directions, they have certain institutional 
views as to what is proper and what is not proper for 
the chartered banks, commercial banks, to do, and the 
introduction of the guaranteed loans, first of all, in 
the farming field, released them from what otherwise 
might have been institutional inhibitions rather than 
legal constraints. That is what I believe is intended 
in that language. 

COMMISSIONER HARROLD: I was just wondering 
if it was necessary to introduce the farmers to the 
bankers or the bankers to the farmers there. 

MR. TAYLOR: And whether they were farmers of 
western Ontario or western Canada. 

COMMISSIONER HARROLD: I come back to the firs 
question. In effect, these loan schemes serve to fill 
a gap. We have had some suggestions that probably this 
reticenCe or gap is not there any more so far as the 
banks are concerned, that they have been well introduced 
and might go along without government guarantees. Do 


you feel this gap still exists and that there is a 


necessity for government guarantees? 

MR. PLUMPTRE: I think. this question might 
be put to the chartered banks, whether they would feel 
free and inhibited to make this range of loans in the 


Same volume without the guarantee. My personal view 
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would be that they would not make them at the same rate 
and in the same volume, but it might be preferable to 
ask the bankers that. 

COMMISSIONER HARROLD: In looking further into 
the experience that they have had, and the low loss rati 
in government-guaranteed loans, is it suggested to you 
that it is the government guarantee that makes it 
attractive to the banks rather than the business as 
such? 

MR. PLUMPTRE: No; the loss ratio, as you 
point out, has been very low, but again I come back 
to those cryptic words which you raised earlier, and 
the question is whether the banks, without, as it were, 
a government blessing, would feel entirely free to 
operate in this field. 

COMMISSIONER HARROLD: Government blessing or 
government urging, which? 

THE CHAIRMAN: Moral suasion. 

COMMISSIONER HARROLD: As I understand it the 
kind of guarantee: the government gives is up to 10 
per cent on any one loan. Is it possible that there 
might be a smaller loss ratio experienced if there 
were some different kind of guarantee? What I am 
thinking of is perhaps a 10 per cent loss to the lender 
as such rather than a full, blanket 10 per cent before 
he is subject to loss of any kind. 

MR. PLUMPTRE: You mean, for instance, under 
the Export Credits Insurance Act, the insurance only 
goes up to 85 per cent? Is that the sort of thing you 


have in mind? 
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COMMISSIONER HARROLD: No, that is not exactly 
the kind of guarantee I had in mind. 10 per cent of any 
loan is charged to the lender up to the maximum of the 
total of the losses which may be encountered. 

MR. PLUMPTRE: Yes, 

COMMISSIONER HARROLD: Would this type of 
guarantee make some difference to this kind of loan? 

MR. PLUMPTRE: Again, the question should be 
addressed to the bankers as to how they would behave 
under this different form of government guarantee. If 
I understand what you are proposing, it is, as I say, 

a less comprehensive or less generous government 
guarantee for this type of business, and if you are 
right in the implications of your first question, that 
now that this loaning operation is established it would 
go forward without any form of guarantee, Clearly'a* 
reduction in the effective guarantee would not affect 
it much. 

MR. TAYLOR: If we were to abolish or repeal 
this Act you would have to incorporate into the Bank 
Act the security side of the Farm Improvement Loans 
Act so that they could continue to make their medium 
term loans. Most of the loans are for a medium period. 
Very few are for less than three years, and the maximum 
is a 10-year loan. 

COMMISSIONER HARROLD: Well, this security 
they take now is in the main under section 88 of the 
Farm Improvement Loans Act, is it not? In any event, 
there is one more question I should like to ask. I 


do not know whether I should address it directly to you 
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or to the chartered banks. It has reference to the 

5 per cent interest rate. Do you see anything wrong 
with the 5 per cent interest rate for this kind of a 
loan? 

MR. TAYLOR: That could only be done by an 
act of parliament? 

COMMISSIONER HARROLD: And if a government 
Survey of this particular problem Sought the opinion 
of the Deputy Minister, would he have an opinion or 
would he say that the government is responsible for 
this particular area? 

MR. TAYLOR: I have no information as to what 
parliament should or should not do. 

COMMISSIONER LEMAN: Can it be inferred, though, 
Mr. Taylor, that when these Acts were passed in 
parliament they probably did not have a monetary policy 
in mind? 

MR. TAYLOR: This act was passed before I 
ever became a member of the Department of Finance. My 
understanding is that it was to a large extent a matchin 
legislation to the Industrial Development Bank Act, to 
provide for medium term loans. 

Normally the bulk of chartered bank loans is 
for working capital. They are short-term loans. These 
are longer term loans, and very few of them are for less 
than three years and the maximum period is for ten years, 
and they are term loans. 

I also believe that an important element in 
developing this Act was the very substantial interest 


rates that were paid by farmers on equipment when ti.ey 
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purchased them on what you might call the instalment 
plan. They frequently bought their more expensive 
machinery and paid for it in a course of three to five 
years, and their financing costs were fairly high, 
certainly much more than simple interest of 5 per cent, 

COMMISSIONER LEMAN: I am not referring to 
those ones in particular or alone. If I look at the 
whole series of them, I see that the minimum is 5 per 
cent for the Veterans, 5 per cent for the Fisheries, 
and 54 per cent for the Small Businesses. There is a 
maximum under each Act. 

MR, TAYLOR: Excuse me, but there is no 
maximum under the Small Businesses Loans Act. The 
maximum would be 6 per cent in law but there is no 
maximum rate in the Small Businesses Loans Statute. 

COMMISSIONER LEMAN: Which one is 54 per cent? 

MR, TAYLOR: The Small Businesses Loans Act 
is 53 per cent, but that is -- 

COMMISSIONER LEMAN: Well, let us talk about 
the first three, They all have that maximum of 5 per 
cent in common. You could probably explain the reasons 
why that was set in these acts, but I am just asking you 
if a case could be made for more flexibility, perhaps 
by Order in Council. 

COMMISSIONER BROWN: On page 68 it says that 
the maximum rate of interest is 54 per cent per annum 
under the Small Businesses Loans Act. 

MR, PLUMPTRE: Yes. I am Sorry about that. 
May I say that I was responsible for this area of 


drafting. The maximum rate by arrangement is 54 per cent 
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but it is not a statutory rate maximum. I am sorry for 


this because it is a misleading statement as it appears 
here. 

MR. TAYLOR: May I have the question again, 
please? 

COMMISSIONER LEMAN: I am just suggesting to 
you, Mr. Taylor, that while you cannot re-write the 
Acts that are passed by parliament, and you have already 
said that, it still remains at any time for anyone in 
the country to be in a position to borrow more cheaply 
than the federal government .does creates a situation 
such as this. 

MR. TAYLOR: There is this statement of fact. 
What used to be the Canadian Farm Loan Board is now the 

Farm Credit Corporation, and under this 
corporation the loans are made directly by the govern- 
ment. They are not guaranteed loans. Prior to the re- 
writing of the Act as the Farm Credit Corporation Act, 
the rate to be charged by the Farm Loan Board was set 
by the Board of Directors and it did vary from time to 
time. When the act was rewritten and the corporation 
named, parliament put 5 per cent into the statute. 
These are long-term farm mortgages, up to 25-year loans. 

MR. PLUMPTRE: May I just return to the point 
I was explaining a moment ago? Each section of this 
material on the various guaranteed loans describes the 
conditions prevailing under the legislation and 
regulations. Therefore, it is not clear that in certaln 
of the acts, those other than the Small Businesses Loans 


Act, the maximum is statutory, whereas in the Small 
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Businesses Loans Act it is a maximum under the regu- 
‘eikinads the act provides for Orders in Council. 

COMMISS IONER MACKINTOSH: What is the current 
maximum rate on Home Improvements Loans? 

MR. TAYLOR: That comes under Central 
Mortgage and Housing Corporation, but I think it is 6 
per cent. 

COMMISSIONER HARROLD: The maximum loan under 
the Farm Improvement Loans Act at the present time is 
$7,500, I think. Have you had any representations 
to the department as to whether it should be increased 
to, say, $10,000? 

MR. TAYLOR: It has been raised from time to 
time by parliament. It started off at $3,000 and was 
raised to $4,000 then $5,000, and finally to $7,500. 

COMMISSIONER HARROLD: We have had a 
Suggestion before this commission in one or two sub- 
missions that it should be raised to $10,000; You 
have no opinion on that at the moment? 

MR. TAYLOR: No. 

COMMISSIONER HARROLD: You have not given it 
any considerations 

MR. TAYLOR: Any representation of that sort 

I shall be glad to bring to 
the attention of my Minister. 

COMMISSIONER LEMAN: Mr. Taylor, there is 
another aspect of these loans which struck me <s I 
read this section, and that is do you consider the 
administration cost is fairly high? I notice that the 


government keeps a complete register of all these loans 
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that are guaranteed, which seems normal, that when you 
guarantee something you want to know what you are 
guaranteeing, but it is di al though there are two 
sets of books being kept for all these loans.-- one by 
the lenders themselves and one again by the federal 


department. Is the administration cost fairly high? 
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MR. PLUMPTRE: May I answer that, 
Mr. Taylor? I wanted to answer that because I 
wanted to be able to i iia that Mr. Taylor 
said to me two or three months ago when he proposed 
that we should review the . costs in this.iparticulari:::: 
field, having in mind the possibility of duplication 
which you have referred to, At my request this 
review, which we intend to undertake of the 
operations of our Guaranteed Loans Division, has 
been postponed until we know what the Glassco 
Commission is proposing. 

We have, in fact, seen some informal 
indications of what they are thinking, but we are 
planning to have a review of the operation of this 
section of our department, but I am not quite sure 
what will be thrown up. I do not think that the 
operation would appear costly against the total 
volume. There are, as Mr. Taylor mentioned, when 
he was replying to an earlier question of yours, 
Sir, only about eighteen persons involved covering 
all these Acts that are treated in this section, 
plus the Veterans Loans Act, which is not described 
here, My case is that the costs of supervision 
are really pretty low, but they may be subject to 
even further reduction, 

MR. TAYLOR: The actual cost -- I 
have the estimates here -- is $119,000. That is 
the estimate for 1962-63, the year just coming 
to an end. That, of course, like all government 


departments, does not include rent for offices, and 
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so forth, but it covers the actual cost expenditure 
of salaries, travelling expenses, administration 
work generally. As Mr. Plumptre said, this covers 
all these Acts, and not just the Farm Improvement 
Loans Act, 

COMMISSIONER LEMAN: Another point 
struck me as I read this section, and that is the 
fact that the loaning power was extended only to the 
banks, except in the case of the Fisheries Improve- 
ment Loans Act, where credit unions were admitted , 
and your section quotes the words of the Mini ster 
explaining why that was done in that case, 

If we take for granted that the aps 
still exist, sufficiently in the various areas to 
continue this sort of system, would there be any 
objections in principle to administering other 

lenders besides the banks, or is it mostly 
a matter of administration rather than a matter of 
principle? 

| MR. TAYLOR: As the then Minister 

Said, in the case of the Fisheries Improvement Loans 
Act, there were quite a number of these areas, out- 
ports, and so on, where there was a very limited 
number of chartered banks within manageable range 
and where the fishermen were actively associated 
with their credit unions, For that reason the 
credit unions were included in the Fisheries 


Improvement Loans Act, 
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The Farm Improvement Loans Act, which was passed 
in 1944, referred to chartered banks only and all 
I can say is there obviously have been not sufficient 
representations from other members to persuade 
the government to include credit unions, the Caisse 
Populaire, and so on, in the Farm Improvement Loans 
Act. 

COMMISSIONER LEMAN: The point of 
my question is do you believe, sir, that administratively 
it would be too complicated if you had too many 
lenders admitted to this kind of business in view 
of the administration? 

MR, TAYLOR: It would add very 
Substantially to the administrative operations 
and expenses, 

COMMISSIONER LEMAN: Going back to 
section 3, now, on tes discussion of management, 

I gather that over the years there have been repre- 
Sentations made to the government by the chartered 
banks about the amount of compensation they would 
feel entitled to or the amount of work or services 
which they give the federal government in handling 
the banking. 

Is the position of the government on 
this score basically that it is giving the banks 
sufficient compensation through the amount of 
deposits kept with them? 

MR. TAYLOR: Well, I don't think that 
is the argument at all; I think the argument is that 


the banks shall make no charges on government cheques 
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and government operations, government deposits, 

COMMISSIONER LEMAN: So, it is a matter 
of principle rather than a feeling by the govern- 
ment that through the amount of deposits now kept 
with the banks that they are being compensated 
sufficiently, .i8,tpat.1it?2 

MR. TAYLOR: I wouldn't say that 
is the argument, no; I would just say that this 
has been in the statute all along and I am not sure 
the government -- I don't know what their future 
decisions will be, but we have always taken the view 
that the chartered banks, being chartered by the 
federal government, shall make no charge. 

Mr. Balls, you are more familiar with 
this than I am, 

MR. BALLS: I could just add that 
parliament has said this not just in one act, but 
in two, There is a provision in the Bank Act which 
prohibits the bank from making a charge, and there 
is also a provision in the Financial Administration 
Act which requires that no bank shall make a charge 
for cashing a cheque drawn in favour of the Receiver 
General, or a charge for cashing a cheque drawn on 
the Receiver General, I don't think, as Mr. Taylor 
has said, that there has ever been any indication 

interest free 

that any/balance which is maintained by the chartered 


banks is 4 quid pro quo for. the services rendered, 
COMMISSIONER BROWN: There is one point 
in this connection which I would like to geta 


little clarification on, On page 44 you refer to the 
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cash adjustments that are made following the delivery 
of a bond issue, and then you mention that on 
November 1, 1962, the redeposit feature became 
applicable only to Canada Savings Bond proceeds, 
Then, what happens on the ordinary bond deliveries; 
is there an adjustment coming or is there no adjust- 
ment made? 

> BALLS: The arrangement was to 


instead of redepositing with the chartered banks, the 


proceeds would flow into our accounts ‘in the normal way 


| and would 
be allocated immediately on the basis of the formula 


- percentage allocation, 

COMMISSIONER BROWN: It wasn't clear 
from this sentence what was happening after the 
first of November, 

THE CHAIRMAN: We will adjourn now 


until 9.15 tomorrow morning. 


---Ad journment. 


(Page 7406 follows) 
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Ottawa, Ontario, 
Tuesday, 
January 8, 1963. 


--- At 9.15 A.M. the hearing resumed. 


THE CHAIRMAN: I will call the meeting 
to order. 

COMMISSIONER MACKINTOSH: Mr. Chairman, 
I should like to raise some points, or perhaps 
rather invite some discussion on matters concerned 
with the paper on international financial relations. 
I wonder if one of you would care to talk about the 
problem of international liquidity, Mr. Taylor? 

This is, I would judge, of extreme importance Se 

a country with so open an economy as Canada. There 
have been a number of moves which, as it were, 
mobilized international liquidity. One of the bases 
was the shrinking in the deficit in the United 
States balance of payments. If you could throw 

some light on the problems and prospects there, it 
would be certainly helpful to me and I think to my 
colleagues. 

MR. TAYLOR: May I suggest that Mr. 
Plumptre make these comments. 

MR. PLUMPTRE: Thank you. First of all, 
let me say how much I agree with you, Dr. Mackintosh, 
that problems of world liquidity are very much 
of interest to Canada. No country with as large 

trade 
an aggregate per capita/and no country with as 
large a mobile international investment situation, 


ean afford to ignore the question whether there is or 
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is not enough international liquidity to look after 
the growing needs. 

Moreover, I should add that the two 
countries with which our trading interests and our 
financial interests are overwhelmingly the greatest, 
the United Kingdom and the United States, are, of 
course, also the countries which have so-called 
reserve currencies which are therefore the most 
susceptible to possible inadequacies of world 
liquidity, and which are therefore most likely to 
get into’difficulties “if liquidity is Insufficient’, 
and their difficulties cannot but be reflected back 
on their main trading partners and financial 
associates, high amongst the list of which is, of 
course, this country. So, there is no question about 
the importance of the subject to us. 

In the satelite period, as the note 
which we have before you, tthe last of the papers 
in this blue volume,shows -- in the inter-war 
period there was considerable difficulty in inter- 
national exchanges related both to international 
trade and international capital movements. It 
was in response to the inadequacies of the inter- 
war period that certain institutions, notably the 
International Monetary Fund , were set up. 

It would pé presumptuous of me, Dr. 
Mackintosh, to tell you, who at Bretton Woods ins 

chairman of the most important single committee -- 
it would certainly be presumptuous of me to tell 


you how important the International Monetary Fund was 
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considered to be at the time that it was set up. 
It was to be the mobilizer of internationa 
liquidity. It was to insure, or it was to attempt 
to insure, that there were temporary credits, drawings, 
as they are calied in the Fund language, available 
to countries under, of course, appropriate conditions 
and restrictions,but available to countries which 
found themselves confronted by heavy pressures on 
their exchange rates. 

It was hoped chiefly through the mechanism 
of the International Monetary Fund to protect world 
currencies and world trading arrangements from the 
sort of intermecine, warfare and the sort of 
anarchy which was prevalent in the thirties and which, 
partly as cause and partly as effect, contributed 
to the great world depression of those years, 

The history of the International Monetary 
Fund has been somewhat a checkered one. You will 
remember in the period beginning about 1947, 
after it had been in existence. only a .year _or two, 
its functions as regards the main trading countries 
were ina sense taken over by the Marshall Plams 

The problems of reconstruction of Europe 
were financially so enormous that an organization 
such as the Fund,which was set up to provide 
temporary short-term liquidity in relatively moderate 
amounts, was clearly not the organization to pro- 
vide massive aid in regard to reconstruction, and 
even its twin organization, the World Bank, was not 


financially of a size or of an experience to assist 
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in a major way. Therefore, the operations of the 

Fund were, as it were, temporarily and largely super- 
seded by the operations of the Marshall Plan, However, 
by the middle of the 1950's, the Fund had re-emerged 

as an important institution. I think it is true to 

say that it has really gone on from strength to strength 
Since that time and is now regarded by all the major 
world countries, both trading countries and financial 
countries, as an essential instrument inthe maintenance 
of orderly relations and in the maintenance of law 

and order in the field of trade and payments. 

I should, of course, just add that the 
Fund and, indeed, the World Bank, its twin, were two 
of a family of institutions established immediately 
after World War II. Others had other responsibilities 
in the economic field, notably, of course, the General 
Agreement on Tariffs and Trade, the agricultural 
organization, 1 Re air organization; and 
others, but from the point of view of a world trading 
country such as Canada, the Fund and GATT were the 
two most important organizations which we had to 
attempt to protect our interests against, as I say, 
the chaotic conditions which were prevalent in the 
1930's. 

Late in the 1950's it became evident, it 
was generally agreed, that the resources of the Fund 
were not adequate to the tasks which seemed likely 
to lie ahead of it, and thus some two years ago, 
with unanimous agreement amongst the membership of 


the Fund I think,there was an increase by 50 per cent 
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in its resources, 

All countries, including Canada, contribute 
an additional 50 per cent over and above their original 
contribution. Details of these contributions appear 
in the paper which we have submitted to you. 

It might be said that the increase in 
what one might call the normal resources of the Fund 
was attuned to the growing need for one type of world 
liquidity. That was the growing need for liquidity 
Peléted to the growth of trade. I am not suggesting 
that liquidity necessarily has to grow step by step 
exactly equal to a growth of trade. AS we well know, 
4% fy naree possible to have in any monetary situation 
a growth of money or liquidity in various forms which 
either falls somewhat short of or somewhat exceeds the 
growth of . need for financing of trading operations. 
This is an accepted and an acceptable view, I think, to 
monetary economists nowadays around the’ world.) 9°? " 

In general it was recognized by the 
late 1950's that the order of magnitude agreed upon 
at Bretton Woods was not adequate for the trading 
needs of the world as it had emerged, and it was 
their judgment that an increase of 50 per cent over 
and above what was agreed upon at Bretton Woods should 
for the proximate future at any rate, meet the 
needs of the situation. 

The need for finance for trade, however, 
is not the only need, as we know, for liquidity, and 
it so happened that the enlargement of the Fund's 


resources to meet, as we might say, the needs of trade, 
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virtually coincided with a major financial move in 
major financial countries of the world; that is to say, 
a move to convertibility on the part of the major 
European countries, and most notably the United 
Kingdom which, of course, is the heart of the sterling 
area, In discussing the emergence of the convertibilit 
of the major currencies, I should say the "large measure 
of convertibility"in the case of the major currencies, 
because all of them, apart from United States, retained 
a certain type of control over capital movements 
or a certain registration if not control of capital 
movements, but by and large the movement of capital 
can be described as becoming much freer with the ad- 
vent of convertibility. In this connection a new 
demand, a new and enlarged demand for liquidity emerged, 
This was a demand for liquidity which 
clearly related not to the membership of the Fund 
as a whole but to a certain group of the members 
of the Fund, the members of the Fund amongst which 
important capital movements were likely to take place 
on short notice, on short order, It would have been 
quite unreasonable to invite the small and less well- 
to-do members of the International Monetary Fund to 
contribute to a further enlargement of its resources, 
and it must be remembered that in any general increase 
of Fund resources all members are required to put up 
a certain amount of gold as well as non-interest bearing 
notes in their currency, which may not be drawn upon 
and may not therefore cost them anything; but it would 


cost them all something in gold. 
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It would be unfair and undesirable to 
call upon the countries of Latin America, Asia and 
Africa to put. up gold in iii to make capital move- 
ments between the United Kingdom and the United States 
more secure, and in order to put a firmer |'base under 
the main exchange rates of the world. Hence, it came 
about that just over a year ago meetings were held 
amongst ten, indeed, eleven, major countries, looking 
towards some supplementary arrangements, I say, "ten, 
indeed eleven" because ten of them were members of 
the Fund and one was not, that is Switzerland. 

Shortly after that, just a year ago 
today perhaps, the Minister of Finance of Canada 
announced, along with announcements in other countries, 
that Canada, along with nine other members of the Fund, 
was participating in an arrangement to provide supple- 
mentary resources to the International Monetary Fund, 
if these were needed in case of a challenge or a de- 
rangement, real or anticipated, of world currency 
arrangements, 

What the group had in mind, of course, 
was the sort of thing which had happened in the previou 
summer when sterling came under very heavy challenge 
and when temporary ad hoc arrangements were made by 
a group of central banks, that were later reinforced 
by a very large Fund drawing by the United Kingdom, 
and it was a possibility that not merely one but 
perhaps more than one major currency might be under 
pressure at a single time. That raised the possibility 


that the Fund's ordinary resources might not be adequate 
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to meet the needs for world liquidity under a regime 

of convertibility in which there were massive movements 
of capital of one form or another moving between 
important financial centres. 

The special arrangements, supplementary 
ie gs, bigeye for providing additional resources for 
the Fund in such situations are public property. I 
yeeune they are on file with the Royal @ clas sadeua wane 
if they are not we could, of course, provide them, 

They consist essentially of a Fund decision and an 
exchange of letters between the ten finance ministers, 
I should add that last month it was announced that 
Switzerland, when it could get the necessary legis- 
lative authority, would also be adhering in somewhat 
modified form, of course, since it is not a member of 
the Fund, to this agreement. 

The agreement, without Switzerland, 
represented a total contingent obligation of $6 billion 

rather 
or/a contingent obligation equivalent to $6 billion 
because the various undertakings are.in forms of national 
currencies; with Switzerland in,it will be the equivalent 
of $6,200 million. 

It has been said, and I think with truth, 
that this standby arrangement, for that is indeed what 
it is, only comes into operation when some country 
goes to the managing director of the Fund with demands 
on the Fund which appear to run beyond the resources of 
the Fund, and then 

the managing director of the Fund draws together 


the group of ten, or indeed eleven, and finds # modus 
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vivendi for contributions to meet the needs of the Fund, 
This standby arrangement, as it has been 
has already 
said,/played an important role in world monetary arrange 
ments, This is something which each one of us will reach 
his own judgment upon, but it is suggested that if this 
arrangement, plus certain other supplementary arrange- 
ments which I shall mention in a moment, had not been in 
existence at the time of the Cuban crisis, there would 
most likely have been a disturbance to international 
exchanges which, in fact, took the Cuban crisis entirely 
in their stride with scarcely a flutter; and it is, I 
think, for us to ask ourselves whether in the absence 
of this new masse de mancuwe available to the Inter- 


national community, the Cuban crisis would in fact have 


been weathered without a flutter, 
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For, of course, the capital movements that take place 
in crisis conditions are those that respond not merely 
to spreads of interest rates, but those which respond 
to expectations that there may be a move in the exchange 
rates, in the parities of exchange rates forced by the very 
capital movements that are anticipated. 

So, as I say, I believe one must reach one's own 
judgment, but it is widely believed that the existence 
of this arrangement has already played its part. 
Indeed, it is quite clear from announcements made in 
this country and elsewhere, that everyone will be happies 
if this arrangement is never actually made 
use of, Its existence is like an insurance policy; 

you hope it will never have to be called upon. 

Its importance lies in the fact that it is so massive an 
it is intended to convince those who might otherwise 
be disposed to speculate on a movement of exchange rates 
that such is not likely to happen; at any rate, within 
the framework of such an emergency as the Cuban crisis. 

I said that I would refer to certain 
Supplementary arrangements which have come into force 
in the last year or two. They are in all cases, I think, 
related in a way to initiatives by the United States 
administration, but I have heard it said by high officials 
in the United States administration that, in fact, much 
of the initiative did come from the other side of the 
Atlantic or, at least, it was common initiative and 
certainly in the discussions in which I have been able t 
participate in Washington and in Paris, I have never 


seen any indication which suggests any pride of ownershi 
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in one particular direction or any grudging resentful- 
ness or recalcitrance on the other side. It is clear 
in my mind that the arrangements which have emerged 
have been mutually satisfactory, and perhaps in such 
arrangements it is necessary to know where the germ 
of origin in fact does lie. 

Now, the arrangements to which I refer are 
well known, although I must admit that I myself am not 
sufficiently technically competent to discuss them in 
great detail. The general outlines are quite under- 
standable and readily describeable. 

There are, as I say, three of them. One has 
been in relation to the London gold market. AS you are 
well aware one of the evidences of fright or flight 
regarding the United States dollar has normally focussed 
on the London gold market because people think that -- 
and probably rightly -- if there was an exchange value 
with the United States dollar that that would inevitably 
result not in merely a change in the United States dolla 
vis-a-vis gold, but in the change of all other currencie 
there would be a general movement of gold prices and 
therefore any fright or flight regarding the United 
States dollar tends to become visible on the London gold 
market, amongst other places, and the price of gold tend 
to be driven up. Gold is sucked out of central bank 
reserves and tends to go to private hoardings, and this 
is the eventuality which, of course, is disturbing and 
th2 highe~ the price of gold goes in London the mere the 
frivht ana flight which is represented in that 


movement of price,tends to aggravate the situation. 
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AS you know, a certain group 
of central banks decided that they would attempt -- and 
I think they have in large measure successfully 
attempted since that time -- to moderate the movements 
of the gold price in London by the simple device of 
making gold available for disposal on that market 
in substantial amounts to hold the price from moving 
about to an unreasonable and speculative degree. 

The second field in which operations have in 
the last year or so been initiated relates to the future 
markets. AS you are well aware, movements of funds from 
one country to another under normal conditions takes place 
in large measure -- and I am noW talking about short ter 
mobile funds rather than so-called investment funds -- 
movements of funds takes place in large measure between 
financial centers because the net yields, by and large 
indicated by the relative interest rates in the two area ‘ 
diverge and certain persons find it profitable to move 
funds from A to B because the yield in B is higher, or 
to hold funds in B which they otherwise would have moved 
to A because they find it more lucrative to hold them 
there. 

However, insofar as this movement represents 
any abnormality in the position of the financial 
institutions or other institutions which engage in aby 
they usually wish to cover through the aitaece exchange 
market, and therefore tie cost of purchasing forward 
exchange to cover the movement at the time when the 


original short term movement is going to reverse itself, 


the cost of acquiring that forward 
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currency is an element in the lucrativeness or other- 
wise of the operation. It has become, I think, 
evident that it is, in many cases more 
expedient and more practicable for the authorities in 
a particular country, if they wish to re-restrain or hol 
back a movement of funds from A to B, not to operate 
so much on relative interest rates (which may be de- 
termined by other. factors or which the authorities may 
not want for one reason or another, domestic or 
international, to move) but rather it becomes expedient 
practicable to diminish the profitability of the move- 
ment of funds from A to B by operations by the authori- 
ties in the forward exchange market. 

The forward exchange market is, by and large, 
a narrower market than the spot market, and the spot 


market exchange itself is normally, 


I suppose , narrower than what you might call a general 
financial market forming the interest rates structure 
of a particular country. So, naturally, the authorities 
will want to operate on the most susceptible element 
in the situation which will discourage the temporary 
movement of capital, and it has emerged in the last 
year ae a that the most susceptible point, or one of 
the more susceptible points , is the forward exchange 
market, 

The third area, and I mentioned that I was 
going to mention three additional areas of operations 
Supporting the additional general liquidity between 


Fund 
international centers given by the supplementary/resource 
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the third area is the arrangements between national 


monetary authorities known as emergency "swapd' or 


’ 
emergency exchanges whereby the central banks or monetar 
authorities of one country either borrow direct from 
another country or, as has been most common, enter into 
a recipocal short term arrangement. 

That is to say, the central bank, let us say, 
of country A undertakes to credit the central bank of 
country B with, let us say, $100 million worth of its 
currency if the central bank in country B will do like- 
wise, and thereby each central bank or each monetary 
authority in the two countries comes into possession of 
additional liquid resources which it can use if necessar 
to protect the exchange rate for the future. 

It has been suggested that these reciprocal 
Swap arrangements between central banks is the greatest 
invention since the wheel because, as you can see, 
under an uncontrolled system they could go on indefinitely! 

When you start from the proposition that the 
central bank in each country is the source and creator 
of money, of legal tender currency or central bank 
deposits,you can see that there are considerable 
possibilities for this sort of operation. 

Obviously, it follows from that that there 
need be no liquidity shortage if the authorities of 
the several major countries decide that there should 
not be. 

The issue is not whether licuidity can be 
created, but the issue is under what c.rcumstances 


and in what ways and under what controls and restriction 
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Should international liquidity be created, and my own 
belief is that these reciprocal currency arrangements, 
while valuable in emergencies between two countries or 
groups of countries, are really not one that fits too 
well into the world trade arrangements and into the 
world financial arrangements today. 

My own belief is that multilateral arrange- 
ments, whether amongst all members of the Fund or 
whether amongst only those members of the Fund affected, 
Such as the group of ten or eleven to which I referred, 
are preferable to the purely bilateral or bilaterally 
initiated arrangements. 

Well, Mr. Chairman, perhaps I have gone far 
beyond what Dr. Mackintosh wanted and perhaps I had 
better stop at this stage to see whether there are any 
further directions in which this discussion ought to 
be pursued. 

COMMISSIONER MACKINTOSH: That is what I 
wanted and it has been very helpful. I don't know 
that I have any other questions on that area. 

COMMISSIONER GIBSON: I might ask one question. 
What is the limitation of this reciprocal arrangement 
between central banks in providing each other's currency 
Doesn't it mean that this is all right so long as they 
are moving reasonably well in step and that this country 
isn't inflating more than this other country or deflating 
more than this major country. In other words, don't 
their basic economic policies have to be reasonably 
in tune if Such large transfers are going to be 


effective over a period of time? 
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MR. PLUMPTRE: Yes, I agree, and that is why 
I suggested at the end of my remarks that it is preferabl 
to have some sort of international understanding arrange- 
ments or agreements evolved regarding the establishment 
of reciprocal -- even bilateral -- currency arrange- 
ments, than to allow them to go entirely on a bilateral 


basis. 


I do agree with you, of course, that bilateral 
arrangements run up against their own checks. in the 
multilateral field -- perhaps I should put it this way, 
Mr. Gibson; the existence of bilateral two-country 
arrangements would make it possible for a pair of 
countries, as opposed to a single country, to get out 
of step with the rest, and that, of course, when you 
think of the type of countries that are involved here, 

can have fairly wide range implications. 

COMMISSIONER GIBSON: If one of the two 
countries were pursuing basic economic policies which 
were getting its economy more out of line with the rest 
of the world, presumably the other country would in 


time say, "Well, this is as far as you go". 


MR. PLUMPTRE: Yes. 
COMMISSIONER GIBSON: You could have a worse 
Situation than you have at the beginning. 
MR. PLUMPTRE: That is possible, yes; I agree 
with that. 
THE CHAIRMAN: When one country loans 
to another in the manner that you have described, is 


interest paid on loans of that kind? 
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MR, PLUMPTRE: As far as my knowledge goes, 
when a reciprocal currency arrangement is made no 
interest is paid because each monetary authority comes 
into possession of funds in the other, and to the best 
of my knowledge and belief (which is not too comprehensive) 

usually in these circumstances authorities do not 
try to say, "Well, in my country rates and interests are 
little higher than in yours and therefore there ought to 
be some payment of interest". Usually I think there is 
no interest, but where on the other hand the country 
Simply borrows and it is not a reciprocal arrangement, 
there would be interest paid, 

THE CHAIRMAN: You mentioned the London 
gold market. Are there other gold markets of any 
importance? 

MR. PLUMPTRE: I don't think there are of any 
importance. I am not an expert on gold, but I don't 
think there are of any importance. 

THE CHAIRMAN: And is the price of gold 
on the market substantially higher than the fixed price? 

MR. PLUMPTRE: The price of gold on the market 
is normally -- except when there is what you might call 
an exchange scare, a fear that there is going to be a 
change in the price of a major currency -- will be within 
what I might call the gold limits set by the spread 
allowed by the International Monetary Fund, the one per 
cent spread on each side of par which is allowed each 
currency. 

In other words, it wi.’ be within a price 


based on the assumption hat the orice ¢: gold is not 
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going to be changed in any basic currency, that the 
basic price of gold is going to continue fixed and that 
the only spread emerges from movements on the exchange 
rates within the one per cent limit; in other words, 


a very narrow limit. 
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THE CHAIRMAN: That applies to the market 
in London? 

MR. PLUMPTRE: Yes. 

THE CHAIRMAN: That is not quite a free 
market? 

MR. PLUMPTRE: Yes, it is a free market but 
responsive to certain other fixed prices. It is a 
free market responsive to the fact that the price of 
gold in major countries is fixed under the Fund Agreement, 
and the exchange rates between those major currencies 
is limited under those agreements. 

THE CHAIRMAN: In Canada the supply of gold 
is held by the Department of Finance, is it not? 

MR. TAYLOR: Yes, the Exchange Fund comes unde 
the Minister of Finance, and a substantial portion of it 
is in gold. 

THE CHAIRMAN: The gold at one time amounted t 
about $1 billion. Is it a fair question to ask you what 
it amounts to now? 

MR. TAYLOR: We announce the amount at the 
end of each month. It is published early in each month 
in the Canada Garcéee} and it is printed in the Bank of 

Canada's statistical summary, For example, in the last eight 
years the highest amount of gold was a little over 
$1,100,000,000, and it dropped down to about $670 millio 
last summer, and it is now back up to over $700 million. 

THE CHAIRMAN: Does the government continue 
to buy gold as it is produced? To what extent does the 
government buy gold? 


MR, TAYLOR: Under the Emergency Gold Mining 
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Assistance Act, a copy of which is amongst these 
documents, . any mine that elects to come under the 
Emergency Gold Mining Assistance Act must turn over its 
entire output of gold to the Royal Canadian Mint for 
refining. It is paid the equivalent price of thirty- 
five United States dollars, and that gold is taken over 
by the Minister of Finance and made part of our Exchange 
Fund, and it is held in our vaults. 

I think we have been buying about $100; million 
a year, or something like that. It varies, since some 
mines elect to put their gold into the open market. If 
they do they may get $35.03 or $35.06, but it is their 
option. We do not buy all the gold that is produced in 
Canada, but we buy a large part of it, and we will, of 
course, buy all that is offered to us. 

THE CHAIRMAN: Well, there is some advantage 
in having a considerable stock of gold, is there not -- 
or, is there? 

MR. TAYLOR: The Exchange Fund, 48 you know, 
consists of a major fraction of gold and a ma jor 
fraction of what is labelled United States dollars. 

The United gtausee dollars are, of course, held in the 
form of short term United States paper, treasury bills, 
Short term notes and so on, on which interest is earned. 
The profits, or the interest earnings, of the Exchange 
Fund in recent years have been between $30 million and 
$35 million a year -- that is the interest earned on 

the $1.25 billion of United States dollars we hold in 
the form of the United States bills and notes of various 


sorts. 
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THE CHAIRMAN: At the time of the Exchange 
crisis would not a volume of gold have been of advantage 
Is it not sometimes possibly of greater advantage than 
the holding of foreign currency. 

MR. TAYLOR: That would depend upon the 
international attitude towards United States dollars. 

THE CHAIRMAN: Yes, that may change at any 
time. 

MR. PLUMPTRE: May I comment on that from the 
international point of view? 

MR. TAYLOR: Yes. 

MR. PLUMPTRE: In the possession of every 
country or every monetary authority, whether it happens 
to be the central bank in the country or the Exchange 
Fund in a country like ours under the responsibility 
of the government, there is a question, of course, as 
to whether to hold the reserves in an earning or a non- 
earning form. As Mr. Taylor has pointed out we, in 
Canada, normally hold something like a half or just over 
a half of our reserves in an earning form -- that is to 
Say, in the form of United States dollars invested -- 
and around a halt in the non-earning form of gold, 
Different countries have different proportions, and I 
think that certain countries -- certain countries of, 
let us say, the sterling area -- have become accustomed 
to holding the greater bulk of their reserves -- and 
perhaps I am referring to the other dominions, if I 
can so call them in these days, than Canada -- in the 
form of earning assets, which is to say short term 
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countries such as the United Kingdom itself, as befits, 
perhaps, a country with a reserve currency, as sterling 
is, has held a very high proportion in the form of gold, 

THE CHAIRMAN: A higher proportion than Canada 

MR. PLUMPTRE: Yes, much higher. It is 
virtually 100 per cent. 

THE CHAIRMAN: That is the United Kingdom? 

MR. PLUMPTRE: Yes. 

THE CHAIRMAN: What is the reason for that? 

MR. PLUMPTRE: I was just going on to say 
that it is partly responsive to needs and partly respon- 
Sive to custom in several countries. It is the sort of 
thing one does not change quickly and lightly because 
people, perhaps unreasonably, get disturbed by these 
things. 

There is, I think, a feeling in international 
Circles that if one can avoid drawing gold away from 
a country where financial opinion is sensitive to losses 
of gold at a moment of sensitivity then one should do 
so. That is useful in international terms, 

In other words, there are in this field, as 
in others, codes of good behaviour which have developed 
gradually, and this is evident 
in such discussions as I attend in various places -- 
for instance, Paris -- where representatives of various 
countries when reporting that their international 
reserves have gone up by a certain amount will 

point out that the accretion has not been in 
a form which makes it more difficult for other coun- 


tries to operate. This is a sort of 


a. ai seed ton asd noitersos eft tedd ty0 tateg— 


iy 


|} gatizete ae .youerzso sviezer 8 déiw yidauoo 6. .agedieg 
-bLog Yo miot edt al molduogorg dgid ysev 6 bled esd .et 
febeaed asd¢ motsrogeyg redzid A :MAMAIAHD HT. i eee 

ei.gI .w9edgid doum ,8eY :aHTSMUID .AM 
~ta99;.%9q OOL “Lleutaty 

fmobgatyA besdin’ edd al ged? :MAMALTAHO ANT 

-69Y :dHTIMUIT . AM 

¢tedd- 10 moasey edi et dedW :WAMALAHO ZHT 

yee oy ao gates; taut aew Ll s;SHTIMUIS. .AM 
-aoqeex yltusq bas abeen of evtaaogest yidusq et tt tendt 
to duos od el JI .aetudavoo (steve al mostavo od evils 
eeueood ylidail bas yidotup egasdo dom seeb.eao gatdd 
euedd yd bedangelb joy ,yldsuoasexay egqedisg. ,slqoesg 
«egnid?t 

fesolisatedal at guifiset s .watd? IL .at sredT 
mort ysewe blog gatwerh blovs mse 9ao It tsd3..selorto 
| seeaol ot evititansa at actatge Kidineeat® eisdw yitasoo.6 
ob biluede eno aedd yitvittenea to tnemom 6 ts blog te 
-amied Leaottsnredat at Luteay at ted 08 

ae ,bfett aldd ak sis stedd .shrow redie al 
begeleveb even dotdw avotveded boog to eeboo <81edso at 
tasbive ef atdd bas ,yfileubsus 
~~ 89o6lq avolyev ai Dbaetis I as enotaanoetb dove at 


avoluev lo aevidetueesiger etedw ~~ etre ooustent r0O% 


{enottisnuetat aLed¢ gedd gattieqer aedw asittasos 


fitw jovome atetiss 8 yd qu sneg sewed asvisaor 


feo 


“mHoo weio sot FfuolitT£b erom Jt kedem dotdw mrot 6 


ae 


,atited as ,Ifeatt mobygala betta edt es dove setasayoo 


a (lh — Te 


on Oo at Oo ow 


— 


lo duoa 8 at ald? .etersgo of eotad | 


ar Mm A » © f OC 
mp & SF SRR Ke eS 


- 
| 


Nethercut é Young ie 7428 = 


Torente, Ontaric 


temporary accommodation out of international helpfulness 
in respect to the problems faced by other countries. 

THE CHAIRMAN: Well, I would like to ask you 
this question: We, of course, are a gold producing 
company. We do not have to import gold. There is no 
problem of obtaining some form of currency. It would 
be of special advantage to us to have an increase in the 
gold supply for several reasons, but for that reason -- 

MR. PLUMPTRE: May I try to answer that, and 
if Mr. Taylor disagrees with what I say then he will 
obviously say so. I would not have thought from our 
point of view, or from the point of view of the 
Canadian gold mines, that it would really make any 
difference, because they can sell their gold and sell 
thich- 

THE CHAIRMAN: I was not thinking of the 
position of the mines, but rather of the position of 
the treasury. It would be of advantage to the treasury 
to have an increasing supply of gold held to meet 
emergencies, and I am referring to gold produced within 
the country without the necessity of importing it. 

MR. PLUMPTRE: Well, Mr. Chairman, you say 
"without the necessity of importing it", but, of course, 
if we accumulate it we forego the opportunity of 
exporting it which helps our balance of payments, and 
which, as Mr. Taylor has already pointed out, 
increases our earnings from abroad. In this case they 
run in the order of $30 million a year which, from 
the point of view of the treasury, is somethi.ig that 


Should not be ignored. 


~ eae .e ver oie ie 
a oh Bunn ah San, 

© se | | ul wins ae 
| eesalutgled Lenottenrretnt to ioe ‘ino 1O99R 


.eeixtauos rote yd beost nhstitihite ney ronal 


voy Hes o¢ oxLL Bluow I .floW :WAMRTIANO GHT ©” a 


-gntovborq blog 6 a18 .98T¥oo to .9W imotssoup etdd 
“om at stenT blog sroqmt 67 sved tom ob SW .ymsqmoo 
‘bivow JI .yonsrxuo to mot smog smtitetde to mefdorg 
| odd at seseront ms over ot ey ot spetnevbs [stooge to od ly 
| 
=~ mogsex tsdt rot dud ,encass: [erevese wot yigque blog ig 
Q 


bis ,tedd vewens of vod I yeM :SAToMITI AM 


Iftw ef meds yea I dedw dt¢tw esevgsetb tofys? .aM tt ot 
‘avo mors er sved tom binow I .oa@ Yee ylauotvde itt 
edt to. wetv to tatoq ont mott ro .welv to tatog et 
yas onvem yiles1 bivuow df gedd ,asnim Blog askbeasd Cm 
ffee bas blog stent fee mso yedd sayssed ,sonersTIib =| At 
as= tat 


ent éft to gatuatdt ton ssw I :MAMStAND SHE 


to moldiaog oft to wedder dud .senim sdt to molt taoq 
Yinessis edt ot ogstusvbs to od bluow tI .ytwessad Sat 


So 7s teem ot bled bios Yo vigque saftesoroak ae eyed od 


atddiw beouberg biog ot antovate: me I bas astonagrems I 
“SL gatssogms to yiteesoon ent tuodtiw yatnvuoo add 
yse soy .msmrted .cM [iow :SATqMOTT LAM 
~9B8 109 a Ret: ees antsrogmt to ytiteeesen odt Juodd tw" 
to ytinutieqgo edt oxs102 ow ¢} otelumuoos ow tt 
bas .atcdoenmyeq to somelsd «avo eqied dokdw st gattrogxs 
.tvo betrtog ybseils eed tolyeT JM es (astdw | 


yes saso atdt al .beords mort exmtarss wo aoeessoat 


“‘Sateq’e 
ee 


teas gitdtemoe at ae edt to wel ‘le 


; 
is 


3 


— 
. 
8 
a 
Ls 
Sa 


vee? be 


Nethercut & Young ~ “FRSQY ~ 


Torente, Ontaric 


THE CHAIRMAN: I do not know whether I have 
quite grasped that last point. Would you mind repeating 
it? 

MR, PLUMPTRE: If the Canadian exchange fund 
instead of doing what it is doing at the present -- 
that is, simply buying all the gold that is offered -- 
attempted to increase, by what means I would not quite 
know, the proportion of our newly mined gold which is 
flowing in and at any moment held by the exchange fund, 
then, insofar as we were successful in corralling that 
additional gold,we would be diminishing the export of 
gold, and in one way or another diminishing the Canadian 
assets abroad which might be in the hands of the exchang 
fund or which might be in somebody else's hands, but 
which would be earning interest whether in the hands 
of the exchange fund or not. That would, of course, 
determine whether the government got the revenue, or 
whether private parties got the revenue. 

COMMISSIONER MACKINTOSH: Except for the: 
Pixed” price’ the’ gold is not’ significant. If you 
accumulate any foreign reserves by getting an excess 
of foreign credits over foreign debits,then whether 
you use gold as the item of switch or various other 
items,.does not ™ake€ any fundamental difference. 
However, it is convenient in that it has a known fixed 
price, and it can be switched more easily than wheat 
Sometimes can. 

MR. PLUMPTRE: That is right. 

COMMISSIONER GIBSON: Mr. Plumpte, would 


you care to say anything about the applicability and 
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potential usefulness of these developing techniques 
from the Canadian point of view? You mentioned 
particularly the reciprocal currency arrangements and 
the forward exchange operations. Are these of useful 
application from our particular point of view. 

MR, PLUMPTRE: As has been announced in 
relationship to the problems which emerged last 
June -- as the Prime Minister announced,and as the 
Governor of the Bank of Canada announced Simultaneously, 
on June 24 -=- reciprocal arrangements were entered into 
by the Bank of Canada. I think also any monetary 
authority or financial authority faced with the sort 
of difficulties that emerged in Canada at that tire 
would make use of exchange futures operations, but 
that. is something which the Minister of Finance has 
under his jurisdiction. I understand that there has 
been a question in the House asking for figures on 
the exchange: operations during that period, and as and 
when those are made available they will, of course, be 
available to the commission. I would not be in a 
position to give details of that at this time. 

THE CHAIRMAN: What is the reason for the. 
Monetary Fynd's insisting upon a certain portion of 
their reserves being in gold? Why do they need gold 
at all? 

MR. PLUMPTRE: Do you mean: Why does the 
Fund, when countries make contributions to it, insist 
under its regulations that part should be in gold? 

THE CHAIRMAN: Yes. 


MR, PLUMPTRE: Of course, it was Dr. 
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Mackintosh who dreamed that up, and far be it for me 
to comment upon it! However, I think the answer has 
already emerged, has it not, Dr. Mackintosh? In all 
the financial countries of the world gold is ultimately 
acceptable. It is the ultimate acceptability of gold 
that is important. 

THE CHAIRMAN: Then, we should have more of 
EE 

MR, PLUMPTRE: Yes, I do not object to more 
gold' 

COMMISSIONER MACKINTOSH: So far as the 
Monetary Fund is concerned it is the completely inter- 
changeable element in their resources. In other words, 
if gold was not souppepely interchangeable, you would 
have to say to a country that wants Sterling: "we 
have not very many pounds today, but we have some nice 
Dutch guilders". 

THE CHAIRMAN: Are there any further questions 

COMMISSIONER MACKINTOSH: I have no further | 
questions in this specific area, but I have something 
else I would like to raise. 

I was wondering if you could enlighten us 
a bit on what implications -- I will not say in respect 
to ee me planning, but in respect to the exchang 
of international information and ideas -- OECD, and 
that type of organization, has? Does this enable us 
to see further into international areas than we other- | 
wise might? 

MR. PLUMPTRE: i think the short answer to 


that is:"Yes", but I would like to elaborate upon it. 
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As I explained in relation to the International Monetary 
Fund's mobilization of special resources recently, there 
are certain issues and certain responsibilities that 
belong to a certain type of country -- that is to Say, 
the industrially and financially advanced countries of 
the world, They have certain interests in common. They 
have certain outlooks in common, and certain respon- 
sibilities in common, if the world is to run in a way 
which all of them collectively consider desirable and, 
perhaps I should say, peaceful. 

The OECD is an approximation to an organizatio 
which embodies the main industrilized countries of the 
world, and, therefore, it is an organization in which 
you can talk to a group of people whose problems and 


capacibilities are similar to your own. 
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There are certain committee activities 
of the 0.E.C.D. of particular interest to this 
Commission, There is an Economic Policy Committee, 
There is also an eebecind aeaenine Review Committee, 
and under the Economic Policy Committee there are 
two working parties to which reference is made here 
on which I should like to speak very briefly. 

I should emphasize that all these 
committees consisting of officials report to the 
Council of Ministers, to the Ministerial Council, 
which appears to be developing a practice of meeting 
once a year in the Autumn, 

The committees of the 0.E.C.D. concern 


themselves with subjects of very active interest to 


Canada, . The subjects of most active interest to 
Canada are problems of growth and ability to absorb 
ckowane labour forces. These have represented our 
biggest challenge over the past few years, together 
with problems of trade exchange relationships. 

If I may start at the bottom rather 
than at the top, one of the most interesting of the 
committees in the 0.E.C.D. has been one of the two 
working parties to which I referred.: the working party 
on"growth". Officials of the Department of Finance 
and the Bank of Canada have gone to fairly frequent 
meetings during the past year of the so-called Growth 
Committee in Paris, and the Ministers' meeting last 
November decided to publish the preliminary report 


of the Growth Committee, I say preliminary, for it 
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was a report partly backward looking and partly forward 
looking and, as the Ministers noted discussing it around 
the table last November, it suffered from certain 
obvious deficiencies and inadequacies, Nevertheless, 
they decided it was worth putting out * the world 
to encourage a discussion in this area which is of 
SO very great importance to so many governments, 
Here in Ottawa we have had opportunities 
to discuss as problems amongst ourselves, We 
have participated even in certain round table dis- 
cussions in certain neighbouring universities, Dr. 
Mackintosh, on this subject, and this has been useful. 
If it had not been for the 0.E.C.D. we would not have 
had the opportunity of having officials of the 
Department of Finance and of the Bank of Canada meet 
with others from similar institutions of the United 
States and Europe, to compare notes and inter-change 
ideas of what is happening and what should be happening. 
It seems to me that this is an obvious 
example of where the 0.E.C.D. has lessons which 
obviously would not have anerged in, let us say, forums 
of the United Nations where you would get such diversity 
of countries and such diversity of growth problems, 
and probably demands from the more needy countries 
that higher priority should be given to the study of 
their issues, which the more well-to-do countries 
would not want to resist ; I do not think you will 
ever get in an organization which is not largely con- 


stricted to the type of country which I have mentioned, 


a serious study of our type of problems. 
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In another working party, one which has 
had some public notice, there is active attention to 
current problems of international payments and to 
development of financial situations and policies in 
the various countries. This is a group which ina 
sense impinges upon the work of the International 
Monetary Fund, for we are discussing financial 
developments and international capital movements, 
problems relating as they arise, to particular countries, 

I think that,if the original Canadian concept 
of the directors of the International Monetary Fund 
had come to fruition, the discussions which are now 
taking place in Paris would not have been as 
necessary as I think they are, 

As you will recall, Dr. Mackintosh, 
it was the Canadian view that the executive directors 
of the Fund,and also of the Bank, ought to be officials 
from national capitals who would travel to Washington, 
or wherever the seat might be, for meetings with other 
officials who have responsibilities in capitals. 

It was the view of people of other countries, which 
later predominated, that by and large the executive 
directors should be resident in Washington and give 
full or virtually full time. Indeed, we are the 
country which has departed from that general rule 

most continuously, in that the Canadian executive 
director has always resided in Ottawa. This is 
practicable, of course, because of the proximity 

of Ottawa to Washington, but if the board of directors 


of the International Monetary Fund did consist largely 


asd dotdw sno .ydusq saintow tedious al _ ete sie. i 
od notinetis evides at ovoid .solton olfduq emoa bad js 
oJ bas sinemysgq siete to ameldorg Pret . 
at astotfog bas emoltsutia Ietonsalt to émemqoloveb 
8 ai dotdw quetgs s et eiff .estutavos avotisv “ont 
tsaolisarstal edd to Nrow edd moqu asgatqmt sanee 
istomsatlt gnfeasvoatbh srs sw 1ot .bavt yrstenom 
.~ecnemevem Isdiqss Isnoftaenretnt bas ainemqoleveb 8 


.asintavoo usivotdisg od .saizs vert es gittisiox ameldotg |@ 


Jqsonoo nefbsnsd [sntgite elt thetsdd Mabddt Dyes ~. jor 

| bas yusteanoM [snoltsmiedml edd to erotoexth sd ‘to at 
wom ems fdolcw amoteayoatbh odd .moldinxt o¢ emoo bad igh 

as geod sved ton biuow atisd mi soslq gated ler 


e518 Yont Natds I as yusaasosn M 
zZ 


,daotminosM .1@ ,.iisost IfLtw woy 2A 


atovositb svidwosxs edd gsat wetv astbsnsd end esw di of 
alsloitto od ot gdgye wWasd edt to oats bis, baw old to VI 
.<fotgaidasw ot Levsud plow ofw &lediqso Lanoitsn moxt gi 
teddo dtiw aegnitesm rot .ed tdgim tsea edd toversdw to 
 eaistiqso mt acidiltd.temoqas eved onw elstottto Os 


dofdw .getitnyoo tedde to efqosq to wetv oft esw JT 
| Svidyosxs sit sgrsl bas yd tsdd .bedsnimoberq tedsl S¢ ] 
evig bas notvanidesW at gasbtesr od oivone erotoerttp es 
sdv ets ow .boeebal omit Ifvt ylfautxrty ro! [ly 
elyi Istenes desde moxt betusgqeb esd. dotdw yronvoo 
sviguosxs asibsas) eld dedt¢ at ,.ylavountdnoo Je0om 


ef afdT .swstdO mt bebiass eyewls asd totosrtb 


ee } a>) 
rs mw 
a a oS a ae 


yiimixorg sat to eauysoed ,sexyoo to WPS ORS TORRE 
etotosiipb to brsod emt tb sud Motgatdesw od. re 


Yloarset vESahOS bib bawt risteney APM OA TE Mate 


a 


Nethercut & Young ee 7436 ~ 


Terente, Ontaric 


of senior responsible officials who travelled from 
London, Paris, Bonn and Rome, as well as from Ottawa, 
to Washington, I think that there would be the sort 
of discussion which in fact is taking place now in 
the 0.E.C.D. 

The second working party to which I 
referred is made up of senior officials from treasuries 
and central banks, Ll suppose it is right to des- 
cribe them in most cases as being Man No, 2 or Man 
No. 3 in each of the treasuries and central banks 
concerned, They are not the very top people, but 
the second, third or fourth top officials from each 
of the treasuries and central banks in each of the 
main countries, This provides, really, a very useful 
up-to-date. current exchange of views on what is 
happening. 

May I say here what Mr. 

Fleming said, I think, in the Council of Ministers 
in the 0.E.C.D. last November, in relation 

to our own situation in June last, where very quick 
action was required in order to reestablish the 
Situation, Mr. Fleming expressed the opinion that 
the fact senior officials in other countries had 

a generally up-to-date -- I do not mean a week-to- 
week or day-by-day up-to-date knowledge, but a 
generally up-to-date knowledge of the Canadian position 
and of Canadian development and of the shape and 
nature of the Canadian economy, this was a 

very useful background in facilitating the rapid 


mobilization of support, 
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1 COMMISSIONER MACKINTOSH: Thank you. 

2 COMMISSIONER BROWN: I wonder if we 

3 might ask Mr. Plumptre, Mr. Chairman, if these working 
4 committees have come up to the satisfactory definition 
5 of what is meant by "growth"? This seems to be a 

6 very difficult definition with which to come to grips. 
7 MR. PLUMPTRE: I hope the answer to 

8 that is "no", I suppose I am allowed to say this, 


9 and indeed I think I was one of the people on the 


10 Economic Policy Committee, who, when the report of 
11 the working party came up for consideration before 
12 it was passed on to the ministers, expressed worry 
13 because the report of the working party seemed to 

14 define growth in terms of one index only, an index 


15 of the growth of G.N.P. per capita. 


16 This growth of G.N.P. per capita, while 
17 why os a! indication of growth, seems to me, as IL 

18 said in the committee, to be really pretty tai tic, 
19 and also pretty narrow, 

20 I am not going to go into actual position 
yA. nee if during a particular period there was great 

OD), See of industrial expansion in country A and 

23 | an obvious expectation of continued stagnation in 

24 country B, so that es amass migration from 

25 country B to country A, but the growth which was 

26 anticipated, the economic development, had not yet 

27 eventuated in country A, the statistics would show 

28 that the country A was the stagnating country, and 

29 country B was the developing country. 


30 The movement of population, you see, 
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out-running the actual growth of production, would 
diminish the per capita production, and this indeed 

was imbedded in one of the main tables in the working 
party report, and we got the tabldés title changed 
somewhat to indicate that this was not the sole measure 
of growth, 

My own belief, expressed as a private 
opinion, is that growth can be measured by a great 
variety of statistics, but that really you have to 
feel it to believe it, and that there are certain 
periods in this country's history where, whatever 
the statistics said, people at home and people abroad 
knew that the country was developing rapidly and 
robustly. 

THE CHAIRMAN: They thought it was, 
How did they know? 

MR, PLUMPTRE: Mr. Chairman, I believe 
that this is a sense wi Oh sensible people sane to 
with the aid of statistics, but not merely because 
of statistics. In other words, i was referring only 
to statistics but there is a lot of other evidence 
in addition to statistical evidence which can be 
adduced. 

THE CHAIRMAN: Yes, but do you not have 
to have some more or less definite idea in mind as 
to what you mean by economic growth before you can 
feel it? You are feeling what? 

MR, PLUMPTRE: I am sorry. I did not 
mean to say that statistics were not important, only 


that they had to be interpreted in relation to what 
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is going on, 

THE CHAIRMAN: I am not talking about 
statistics, We have heard a great deal in the last 
few months about aims of monetary policy, and one 
of them always has been put forward as economic 
growth. There has been great controversies from 
different sources. about what that means, and I should 
like to know what you had in mind as to that aim? 

To have an aim you have to have some ideas as re 
what you are heading for, do you not? 

MR. PLUMPTRE: Yes, pa obviously there 
is a parcel or package of statistics that are basic 
to interpreting what is going on. What I was referring 
to is the use of that single, or even one or two 
statistics, and I think, as one of the ministers in 
the 0.E.C.D. said, obviously the expansion of the 
Gross National Product, however measured with what 
statistical refinement can be done, is extremely 
important, but one does want to know somehow whether 
this expansion of activity is in fields which are of 
the"eat, drink and be merry’ type, or of the type 
which, having regard particularly to an economy which 
has to compete in world markets, is strengthening it. 

This very often has to be a matter of 
judgment, Mr. Chairman, because the future is un- 
certain, You cannot be sure what things are 
strengthening to an economy. You have to reach 
judgment about it. All I am saying is that a single 
statistic is obviously inadequate; a group of statistic 


are of great help but judgments are important. 
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It may be that I am trespassing, Mr. 
Taylor, on something you should be talking about. 

We seem to have gone from international considerations 
to something which obviously people here are thinking 
about. I do not know whether I have trespassed, 

MRS TAYLOR: Be, it 1s all Pight. 7 
would point out, Mr. Chairman, that Mr. Plumptre 
and Mr. Hockin have attended all the working party 
committees at 0.E.C.D. 

MR. PLUMPTRE: Not quite all, Mr. 
Hockin has taken one, I have taken another, and our 
associate, Mr. Rubinoff, has taken the third, 

COMMISSIONER GIBSON: I wondered 
if you would be prepared to say anything about the 
implications of a fixed exchange rate for debt 
management policies, for interest rate policies, 
for . general economic policy, if you like? 

What I am getting at is this. Does this imply 2 

more rapid rate of adjustment to international 
developments? «© Does this put an emphasis on adjusting 
our economy more effectively and more rapidly to 
international developments? 

MR. PLUMPTRE: I am afraid that question 
is a little difficult to answer, I should have 
thought that whatever the exchange rate policy, 
let us say whether fixed or fluctuating, inter- 
national considerations ought to be a very important 
element in, if I can say so, monetary policy and 
debt management policies, for to my tay of thinking, 


at any rate, a fluctuating rate, whatever its advantage 
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or disadvantages, does not cut one off from the world 


community. 
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It is just “4 form of relationship with the outside 
world, and in my personal view the external Situation, 
the relationship to interest rates, let us say, insofar 
as debt management can influence relationships between 
rates at home and abroad in different sectors of the 
market, this should be as much a concern under a floatin 
as under a fixed rate system. 
Now, I am giving you a personal opinion on 
this, but this would be my interpretation. There is, 
I think, a belief that in some sense a floating rate 
isolated us or might have isolated us from the inter- 
national capital markets — _ of the world outside, 
but this has never been my personal conviction. 
COMMISSIONER GIBSON: A view which we have 
had put to us from some quarters is that it has been 
an additional item of flexibility rather than isolating 
us from international influences. We have heard that 
Suggestion, but more frequently --- 
MR, PLUMPTRE: Nobody can deny the flexible 
rate is flexible and the fixed rate is fixed. 
COMMISSIONER GIBSON: But you would agree that 
your interest rates have a very important job to perform? 
MR. PLUMPTRE: You see, I would”have said that 
that was equally true under a floating rate. 
COMMISSIONER GIBSON: Equally true? 
MR. PLUMPTRE: I would have said so. 
COMMISSIONER GIBSON: You don't really think 
there is any more emphasis on a need for prompt 
adjustment to external conditions with a fixed rate 


than with a floating rate? I am not asking your views 
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on the merits. 

MR. PLUMPTRE: I understand that, Mr. Gibson. 
Your use of the word "prompt" prompt me to agree with 
you. I think that there must be a more prompt and more 
immediate reaction. I think tis may be impelled by 
the change of system, I would agree with that, but not 
in any more fundamental sense, I think. 

COMMISSIONER MACKINTOSH: Actually, I think if 
we assume that there is not latitude with great 
fluctuations in your exchange fund. 

MR. PLUMPTRE: Thank you, Dr. Mackintosh, for 
bringing that out; that is exactly what I was assuming. 

COMMISSIONER MACKINTOSH: You had an unlimited 
exchange fund? 

MR. PLUMPTRE: That is right. 

COMMISSIONER MACKINTOSH: That could take wup),s 
as it were, the fluctuations that otherwise would be 
in the floating rate. 

MR. PLUMPTRE: It was the limitation in that 
direction which led me to agree; the assumption of a 
limitation in that direction, which I think is a 
required assumption. 

COMMISSIONER GIBSON: It is a reasonable 
assumption, but it is very expensive to have an unlimited 
exchange fund. 

MR. PLUMPTRE: Yes, it depends how you keep 
it, as we were talking about, and that again depends on 
interest rate spreads, how expensive it is. 

COMMISSIONER GIB.ON: Yeu imply that there is 


no reason why we shouldn't have a very much larger one? 
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MR, PLUMPTRE: No, I was addressing a theoreti 1 
question. People very often assume that the holding of 
liquidity is a dead loss. Well, if you hold your 
resources and invest them -- and Mr. Taylor explained 
that we did -- you gain something on them, insofar as 
the Treasury borrows that money in Canada and lends 
it wherever an exchange fund is held. What is 
relevant is the spread between the rate at which we 
borrow in Canada and the rate at which we invest in 
New York, and while for 364 days out of 365 no doubt 
the rates up here, theshort term rates, are higher 
than in New York , there have been occasions when 
the reverse has existed. 

COMMISSIONER GIBSON: There is one other point, 
Mr. Chairman, that I found very helpful, and perhaps 
some of the other Commissioners might, too. Yesterday, 
Mr. Taylor explained the sort of mechanical operating 
arrangements as between the Department or the Minister 
and the Bank of Canada with regard to debt management 
policy. 

Could you do the same with regard to foreign 
exchange operations, give us a picture of how the 
organizations work together? 

MR. TAYLOR: The Minister of Finance holds 
the exchange fund, but the Bank of Canada acts as the 
agent for the Minister in handling the exchange fund. 

The Minister of Finance is kept informed 
of the general pattern of the investment of our 
‘nited States dollars in the exchange fund, but isn't 


asked to approve from day to day or week to week 
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exactly what the Bank of Canada does with the U.S. 
dollar holdings. They work in collaboration with the 
Federal reserve bank in New York and in that sense 
they administer the day to day. 

COMMISSIONER GIBSON: Do they work in 
collaboration with officials of the Department of 
Finance in this matter. too, or is this an administrative 
job they do themselves? 

MR. TAYLOR: The officials of the Department 
are probably informed on the exact details more 
frequently than the Minister of Finance. We are in 
touch with them almost every day and in some cases, 
of course, if the exchange market is rather active we 
are kept informed almost hour by hour as to just what 
is going on in the exchange market. 

The Bank of Canada, of course, doeshandle all 
the buying and selling in the exchange funds and the 
Minister and myself, of course, are informed daily at 
the close of each day as to what the volume of business 
in the day has been, and if the market is very active 
I am frequently informed at noon or even on two or 
three occasions during the day, but in that sense the 
Bank of Canada does keep -- we do keep in very tees 
touch with them on the administrative mechanics of the 
exchange fund. 


Broadly speaking, we probably have more 


contact on the exchange fund than we pave ont e 
bond market, unless the bond market is extremely 


active. 
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matters 
COMMISSIONER GIBSON: And when/of policy 


are considered, do you have the same occasional meetings 
of the kind you described with regard to debt management? 

MR. TAYLOR: Yes, there are at least weekly 
conversations between the Governor of the bank and the 
Minister of Finance, and there are more than weekly 
conversations between the Governor of the bank and my- 
self, so there is a quite active interchange of 
information. From time to time the Bank of Ganada makes 
Suggestions or recommendations as to the particular 
line of action which should be taken, and the Bank of 
Canada requires that it get the Minister's approval. 

THE CHAIRMAN: . Then, that concludes 
the discussion. We are very much obliged to you 
gentlemen for your great assistance to us. 

MR. TAYLOR: Perhaps I might say, again, 

Mr. Chairman, that we found this a very useful session. 

As I said in my opening remarks yesterday, 
we shall do our best to supply the Commission with 
any further information that they may request and which 
is available. 

Perhaps I should again repeat what I said at 
the beginning of my remarks yesterday, that as 
government officials it would not have been proper for 
us to comment on government policy or government 
prospects, and I will remind you that in the 
Royal Commission in 1933, Dr. Clark declined to answer 
questions relating to the merits of government policy, 
and Lord MacMillan entirely agreed with him. 


THE CHAIRMAN: I don't think there is any 
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dispute about that. Sometimes we were not, perhaps, 
aware to what extent our questions infringed upon 
policy and how much they were related to administration. 
We shall now adjourn until 9:15 tomorrow 
morning when we shall receive the submission from the 


Governor of the Bank of Canada. 


--- Adjournment. 


eamneag aie sxow ow eonttonce 


” aoqu bexzairiat eaottesup ven fro 
" the ba a 
: <adseuieisls ot bedelex exew yedd sioum wos ba 


or een 
_ ae, : 


worromos Gf: [tins miwotbe wou ‘Efede ow ary " 
edt mori moleaimdye st esvisoor [iede ow mew geterom 
‘cul o SHea6D to MaeG@ edd Yo ar Tl 


gerevrne 


‘ae 
tremmrret bA eomOlismio tas — Q 


TAGRNY even ; 
PAGO £ 6g Bis ae | Go 
Nie’ . et cq Souq. , ‘a t 
F 
Leulano) L[eyot 
¥ ” 
t petd alee Gaoldadh 
ie i 
: ww 
Hof lttiad® Sera by 
: a ave s 7 
it. % 


Ropal Conunission 
Or 
Hanking and Finance 


DEPARMENT OF FINANCE 


Hearings 
held at 
OTTAWA 
Wol. Mate. 
SUA JAN 7), 1963's 


Official Reporters 
F.J.Hethercut and R.F.Woun 
o, On 


p=! 


a Nethercut é Young 


Forento; Ontarie 


PAPERS SUBMITTED BY THE 
DEPARTMENT OF FINANCE 


TO THE 


ROYAL COMMISSION ON BANKING AND FINANCE 


November, 1962. Ottawa. 


” 


) 


Lhd 


Nethercut &é Young A2 


Toronto, Ontario 


TAS Lb ere een TrTeRnes 


| Page 
Introduction A3 
Budgetary Revenues and Expenditures A5 
of the Government of Canada, 
1926-27 to 1961-62 
Procedures in Preparing the A27 
Annual Budget 
Cash Management in the Federal A4Y 
Government 
Loans by the Chartered Banks A53- 
Guaranteed by the Government 
Relations of the Department of AQ1 
Finance with other Departments and 
Agencies Having Special Financial 
Responsibilities 
Relations of the Department of Al0e 
Finance with Crown Agencies 
Emergency Gold Mining Assistance Act Alle 
Relations of the Department of A128 © 
Finance with Provincial and 
Municipal Governments 
International Financial Relations A135 


of the Department of Finance 


TSA 
AKA 
£@A 


LA 


AELA 


ie dee 


disdidndictiees nae pate ESE: 


.6b8as9 To tremrrevoh edt ‘to 


Sd-LOQL of YS-osel 


eit gutusqesd. at ‘eetnbedert: 
. tegbue Leura 
Lstebet elt at treamegensM desd— 


treuanteyvoD 


ennsd Setedasd) eft. yd ensol 
vremrisven edd yd beednsatauD 


to tremtusqed. edt to aenottsleA 

bas adnemiisqed seddo dtiw sonsal?d 
fstonsntt fatoeqa antvel sotonega 
estiiitdtanoqaeh 


to dnendisqed eit So enotisloh 


egetonegA mword déiw somantt 


toA goonstetasd aniatM Blob yornesatema 


to gnemdaseqed edgy ‘to emottsleA 
bas Istontvord diiw eonsat® 
atnesurrevod LIsqtotaum 


anotiefen [stonsantt Lanolésnretal 
eOnsnky Io grama«eqed edd to 


Nethercut & Young A3 


Toronto, Ontario 


INTRODUCTION 


The following nine papers have been compiled 
to be of assistance to the Royal Commission on Banking 
and Finance. These papers are primarily descriptive 
and analytical. They do not appraise policies nor do 
they make recommendations. 

The first paper is a brief historical analysis 
of budgetary revenues and expenditures covering a 
thirty-six year period, from 1926-27 to 1961-62. This 
paper brings out clearly the tremendous changes in 
government activities and operations during the period 
of a single generation, and the continuing need for 
adaptation and co-ordination of government operations 
particularly as they affect the area of financial 
responsibility. 

The next two papers describe the ways in which 
the Department of Finance operates as a financial centre. 
The first of these deals with the preparations for the 
annual budget. This gives a fairly detailed description 
of the appraisal of spending programmes and then describe ‘ 
the preparation of the consequential revenue programme. 
The second paper describes the cash management practices 
and procedures. 

The fourth, fifth and sixth papers describe the 
many lending operations performed or sponsored by the 
Government. The first of these covers government - 
guaranteed loans made by the chartered banks, particularl 
those to farmers, fishermen and small businesses. The 


second explains the relationships of the Department of 
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Finance to other Departments and Agencies having special 
financial responsibilities or operations. The third 
describes the responsibilities of the Department of 
Finance in relation to the financial positions of other 
Crown Corporations and Agencies. 

The seventh paper gives a fairly detailed 
account of the Emergency Gold Mining Assistance Act. 

The eighth paper explains the Department of 
Finance relationships with provincial and municipal 
governments. 

The final paper describes the Department's 
relations with other national governments and with 
International Agencies. 

| In conclusion, it should be pointed out that 
these papers are intended to cover ground of particular 
interest to the Commission; they do not constitute a 
complete description of the activities of the Department 
of Finance. There are many important departmental 
activities that are not covered. For example, in 
describing R@lations with Other Departments" the 
material is limited to those "Having Special Financial 
Responsibilities," Again, the paper on departmental 
international relations is confined to specific 
financial matters; other responsibilities, for example, 
in regard to the Canadian tariff and commercial policy, 


are not included. 


Ottawa, 


November 19, 1962. Department of Finance. 
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BUDGETARY REVENUES AND EXPENDITURES 
OF THE GOVERNMENT OF CANADA 


This section consists of two parts. The 
first part surveys the overall growth of the budgetary 
revenues and expenditures of the government of Canada 
and their relationship to the gross national product 
for the fiscal years 1926-27 to 1961-62. In the 
second part, the main trends of the revenues and 
expenditures of the federal government for the same 


period are reviewed in greater detail. 
Part 1 


In 1926-27 the budgetary revenues of the 
government of Canada were $401 million, the budgetary 
expenditures were $359 million, and there was a 
surplus of $42 million. In that year revenues were 
8 per cent of the gross national product and expenditures 
were 7 per cent. In 1961-62 revenues amounted to 
$5,730 million or 16 per cent of the gross national 
product, and expenditures SPeRGe a to $6,521 million 
or 18 per cent of the gross national product. 

During the thirty-six year period there were 
surpluses in thirteen years and deficits in twenty-three 
years. The net debt of Canada increased vee $2,348 
million as of March 31, 1927, when it was 46 per cent 
of the gross national product, to $13,228 million as 
of Woh 31, 1962 when it was 36 per cent of the gross 


national product. 
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Appendix I of this section sets out in 


tabular form for the fiscal years 1926-27 to 1961-62 
inclusive, the budgetary revenues, budgetary expenditures 
surplus or deficit, net debt, gross national product, 
revenue, expenditure and net debt as a percentage of 

the gross national product. 

In order to indicate in a general way the trend 
of revenues and expenditures during the period, the 
following paragraphs present a brief review of the 
trends in - 

(a) the fiscal years 1926-27 to 1929-30 inclusive 
(b) the fiscal years 1930-31 to 1938-39 inclusive 
(c) the fiscal years 1939-40 to 1945-46 inclusive 
(a) the fiscal years 1946-47 to 1949-50 inclusive 


(e) the fiseal years 1950-51 to 1961-62 inclusive. 


The fiscal years 1926-27 to 1929-30 inclusive 


During this period budgetary expenditures 
ranged from $359 million to $405 million per year, 
while budgetary revenues ranged from $401 million to 
$462 million. Budgetary operations resulted in a 
surplus each year, the amount et from $42 million 


to $71 million, as shown in the following table: 
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Table 1 


BUDGETARY REVENUES, EXPENDITURES, SURPLUS OR DEFICIT, 
AND NET DEBT | 
ER Sa Sean ie i ech melanie eee Ae Res RS TL 
(in millions of dollars) 


Fiscal Year 


ended Budgetary Budgetary Net 
March 31 Revenues Expenditures Surplus Debt 
renee esses -cninnseneepessncocepessaeeeneoeeorS esaresereser oun wanes 
1927 “Ores 359.2 41.9 2,347.8 
1928 430.8 379.8 SneA® 2,296.9 
1929 461.6 390.3 Lee Lyee69 
1930 453.0 405.3 47.7 2,177.8 
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During the four-year period the gross national 
product increased from $5,152 million in 1926-27 to 
$6,134 million in 1930, an increase of about 20 per cent. 
Revenues declined from 7.8 per cent in 1927 to 7.4 per 
cent in 1930, and expenditures from 7.0 per cent in 1927 
to 6.6 per cent in 1930. The net debt declined in terms 
of the gross national product from 45.6 per cent in 
1927 to 35.5 per cent in 1930 as shown in the following 
table: 

Table 2 


BUDGETARY REVENUES, EXPENDITURES AND NET DEBT AS A PERCENTAGE 
OF GROSS NATIONAL PRODUCT 


Fiscal Year GNP 
ended (in millions Revenues Expenditures Net Debt 
March 31 of dollars) (as a percentage of the GNP) 
1927 5,152 7.8 eee) 45.6 
1928 5,549 7.8 6.8 Al.4 
1929 6,046 7.6 6.5 36.8 
1930 6,134 Tol 6.6 a5e5 
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The fiscal years 1930-31 to 1938-39 inclusive 


In the period from 1931 to 1939 revenues 
declined for the first three years from $358 million 
in 1931 to $312 million in 1933, and then increased 
gradually to more than $500 million in 1938 and 1939. 
Expenditures in the first three years rose markedly 
to meet the needs of the country during the depression, 
inerea sine gradually for the balance of this period. 

To alleviate the effects of the depression the govern- 
ment in 1930-31 instituted measures for the relief of 
unemployment. Relief and public welfare expenditures 
by the federal government during this period amounted 

o $368 million, rising from $4 million in 1930-31 to 
a high of $69 million in 1936-37. Substantial payments 
were also made on account of the deficits of the 
Canadian National Railways and for government assistance 
in respect of wheat and coal. ‘Throughout the period 
there were annual deficits ranging from $18 million to 


$221 million as shown in the following table: 


TABLE 3 


BUDGETARY REVENUES, EXPENDITURES, SURPLUS OR DEFICIT AND NET DEBT 


(in millions of dollars) 


Fiscal, Year 


ended Budgetary Budgetary Net 
March 31 Revenues Expenditures Deficit (-) Debt 
1931 Otel 441.6 -83.8 2,261.6 
1.932 334.65 448.7 ~114.2 2,375.8 
1933 6 532.4 -220.6 2,596.5 
193k 324.7 458.2 -133.5 2,730.0 
1935 362.0 47 Ge =116.1 2 , OkO ea 
1936 372.6 532.6 -160.0 3,006.1 
1937 454.1 32.0 - 77-9 3,084.0 
1938 516.7 53h oA = Lilet. pervect 


1939 502.2 553.1 + £50,92°°3,152.6 
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The gross national product decreased during 
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the first four years from $5,725 million in 1931 to 


$a 510. Mi Liaion . increasing during the remainder of the 
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DerlOOgso eh eo milton ain eso, xpressed as a 
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percentage of the gross national product, revenues 
anoreased> fPOm o'..P per ecentuin 1921..t0 9.5 per cent in 
1039... During, the, same period, expenditures increased 
sharply from 7.7 per cent to 13.9 per cent’ and then 
eased off to 10.5 per cent. ‘The net débt Sncreased 
from 40 per cent of the gross national DeOUUCy dal |Lo ou 
to 78 per cent in 1934 and then declined to SO per cent 


BYGI959 -lageais «shown, im, the follovine table: 


TABLE 4 


BUDGETARY REVENUES , EXPENDITURES AND NET DEBT AS A PERCENTAGE 
OF GROSS NATIONAL PRODUCT 


Fiscal Year GNP 


ended (in millions Revenues Expenditures Net Debt 
March 31 of dollars) © ~{as @ percentage of the CNP] —~ 
1931..: Whee P23 6.2 4 i 39.5 
1932 4,699 %.1 9.5 50.6 
4933 2,827 8.1 1349 67.8 
1934 3,510 Ried L391 11.8 
> a 3,984 a4 12 71.4 
de 15 8. lat 69. 
1937 4,653 9.8 eae rh ol 
1938 5.4257 9.8 10.2 59.0 
1939 5,278 935 10.5 5967 


The fiscal years 1939-40 to 1945-45 inclusive 


Total expenditures for this period were 
$23,907 million of which war and demobilization expendi 
tures amounted to $18,943 million, including investment 


in plant and equipment of $2,194 million, mutual aid 
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The fiscal years 1939-40 to 1945-46 inclusive 


Total expenditures for this period were 
$23,907 million of which war and demobilization expendi- 
tures amounted to $18,943 million, including investment 
in plant and equipment of $2,194 million, mutual aid 
of $2,472 million, special aid to the United Kingdom 
in the amount of $1,425 million and Veterans! benefits 
of $403 million. Also contributing’ to-the -increase of 
expenditures in this period were payments to provinces 
under the Dominion-Provincial Taxation Agreement Act, 
1942, and a trebling of the puolic debt charges. 

The impact of the war effort on federal public 


finance is shown in the following table: 


TABLE 5 


BUDGETARY. REVENUES, EXPENDITURES, SURPLUS OR DEFICIT AND NET DEBT 
(in millions of dollars) 


Fiscal Year 


ended Budgetary Budgetary Net 
March 31. Revenues Expenditures Deficit (-) Debt 
1940 562.1 680.8 -118.7 Berle 4 
1941 872.2 1,249.6 -377.4 3,648.7 
1942 1,488.5 1,885.0 -396.5 4,045.2 
1943 2,249.5 4,387.1 -2,137.6 6,182.8 
1944 2, 765,00 5 32aue 2,557.2 Bo [O's L 
1945 2,687.3 5,245.6 -2,558.3 11,298.4 
1946 301.3 sc 5,136.2 meglessO dagtel els 


Revenues which in 1940 amounted to $562 million 
or 10 per cent of the gross national product, increased 
to $3,013 million by 1946, or 26 per cent of the gross 
national product. In the years 1944, 1945 and 1946 the 
budgetary revenues included special receipts and credits 


amounting to $195, $387 and $650 million respectively 
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which were chiefly recoveries of prior year war 
expenditures and the sale of Surplus war assets. 
Expenditures which amounted to $681 million in 1940 
rose to $5 322 million by 1944, representing 48 per 
cent of the gross national product, declining to 
$5,136 million in 1946, or 43 per cent of the gross 
national product. A deficit of $119 million in 1940 
rose to more than $2,000 million in each of the fiscal 
years ending March 31, 1943, 1944, 1945 ana 1946. The net 
debt of Canada increased from Go,27l million an 1940 
to $13,421 million in 1946, being then 113 per cent 

of the gross national product, as shown in the 
following table: 


TABLE 6 


BUDGETARY REVENUES, EXPENDITURES AND NET DEBT AS A PERCENTAGE 


OF GROSS NATIONAL PRODUCT 


Fiscal Year GNP 


ended (in millions Revenues Expenditures Net Debt 
March 31 of dollars) (as a percentage of the GNP) 


1940 5,636 10.0 Te .y 58.0 
1941 6,743 12.9 18.5 54.1 
1942 8, 328 7.9 22.6 48.6 
1943 10, 327 21.8 42.5 59.9 
1944 11,088 24.9 48.0 78.8 
1945 11,850 GS 44.3 95.3 
1946 11,5835 eo Oe 43.4 113k 
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the fiscal years 1946-47 to 19/9-50 inclusive 
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In the years 1947 to 1950 revenues declined 
by $428 million from $3,008 million in 1947 to $2,580 
million in 1950. Revenues for the years 1947, 1948 and 


1949 included Special receipts and credits amounting to 
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9419, $242 and $122 million respectively which were 
chiefly recoveries of prior war expenditures and the 
Sale of war assets. In the same period expenditures 


declined from $2,634 million in 1947 to $2,176 million 


in 1949, rising to $2,449 million in 1950, a net 
decrease of Sisk million from 1947 and $2,687 million 
from the last war year 1946. The decrease in expendi- 
tures during this period was due to a substantial 
reduction in wal © and demobilization costs. The decrease 
of Be 299 red oe in ae feng expenditures was offset 

aie part by payments to the bananas Wheat Board, pay- 
ments of deficits of the Canadian National Railways 


and we comme cement of Family Allowances and Health 


Grants. 
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TABLE 7 | 
| 


\ 
BUDGETARY REVENUES, EXPENDITURES , SURPLUS OR DEFICIT AND NET DEBT 
(in millions of collars) 


| 
Fiscal Year /| 


ended Budgetary Budgetary 

March 31. ) Revenues Expenditures Surplus. Net Debt 
1947 id Weer 2,634.2 IT 37, 1 A3,0N7.8 
1948 2, 87147 2,195.6 676.1 12,371.6 
1949 2,771.4 2195.9 295 Da talli 0am 
1950 2,580.1 2,448.6 131.5 11, 644.6 


a | 


i 


Revenues which in L947 were 25 per cent of 
the gross national product fell to 16 per cent in 1950, 
Expenditures which were 43 per cent in 1946 fell to 
22 per cent in /191,7 sas to 15 per cent in 1950. 
Budgetary Operations resulted in Surpluses in each of 
the years and the net debt which Stood at $13,421 million, 


or 113 per cent of the 6ross national product; at the end 
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of 1946 declined to 413,048 million, or 110 per cent 
of the gross national product, in 1947 and to 

$11,645 million, or 71 per cent of the gross national 
product, in 1950, as shown in the following table: 


TABIE 8 


BUDGETARY REVENUES, EXPENDITURES AND NET DEBT AS A PERCENTAGE 
OF GROSS NATIONAL PRODUCT 


Fiscal Year GNP 
ended (in millions Revenues Expenditures Net Debt 
March 31 of dollars) (as a percentage of the GNP) 
1947 hi. 7850 25.4 22,2 110,1 
1948 13,165 21.8 16.47 ) 94.0 
1949 5,120 18.3 liek 717.9 
1950 16, 343 1.8 1 5:eO The 


During this final eleven year period revenues 
moved up fairly steadily from $3,113 million in 1951 
to $5,730 million in 1962, and expenditures from $2,901 
million to $6,521 million. The annual figures are shown 
in Table 9. Due to the deterioration in international 
conditions, including the Berlin crisis and the Korean 
war, and the consequential establishment of NATO, 
expenditures for national defence increased from 
$387 million in 1949-50 to a high of $1,973 million 
in 1952-53. In subsequent years, these expenditures 
have remained at only a slightly lower level due to 
world tensions. During the period under review there 
were also large increases in health and welfare pay- 
ments, (including those instituted in 1958-59 pursuant 
to the Hospital Insurance and Diagnostic Services Act), 


payments to provinces under federal-provincial tax 
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agreements, interest on public debt which nearly doubled 
during this period and a general increase in the overall 


costs of operating government departments, 


TABLE 9 


BUDGETARY REVENUES , EXPENDITURES SURPLUS OR DEFICIT AND NET DEBT 
(in milliond of dollars) 


Fiscal Year 


ended Budgetary Budgetary Surplus or ry, 

March 3] Revenues Expenditures Deficit (~) " Net Debt 
ee 3,112.5 2, 9022 211.3 1Y,433.3 
195 3,980.9 3,732.9 248.0 11,185, 
1953 4,360.8 4, 33% 23.5 phe 3 
1954 4,396.3 4,350.5 45.8 11,115.9 
1955 4,123.5 4,275.3 -151.8 11,263.1 
1956 4,400.0 4, 43300 ~ 33.2 11,280.4 
1957 5,106.5 4,849.0 257.5 11,007.7 
1958 5,048.8 5,087.4 ~- 38.6 11,046.3 
1959 4,754.7 5, 364.0 -609. 3 11,678.4 
1960 5,289.8 5,702.9 -413.1 12,089.2 
1961 SpOly el BY iy icine ~340.4 BAT ep f 
1962 5,729.6 6,520.6 -791.0 13,228.1 
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Revenues which in 1951 were 17 per cent of the 
gross national product decreased to 16 per cent, in, 1962 
whereas expenditures increased from 16 per cent in 1951 
tor lewGer teat in 195>,. Th the eane period the net 
debt increased from $11,433 million in 1951, or 64 per 
cent of the gross national product, to $13,228 million 


in 1962 when it represented 36 per cent of the gross 


national product as shown in the following table: 
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TABLE 10 Ss 


BUDGETARY REVENUES, EXPENDITURES AND NET DEBT AS A PERCENTAGE OF 
GROSS NATIONAL PRODUCT 


Fiscal Year GNP 
ended (in millions Revenues Expenditures Net Debt 
March 31 of dollars) (as @ percentage of the -GNP) 
1951 18,006 li2 16.1 63.5 
1952 24 5170 18.8 7 50 52.8 
1953 23,995 18.2 16.2 46.5 
1954 25,020 17.6 gawk Lhd 
peel 24,871 16.6 Lee 45.3 
1956 ad ie ie 2 16.2 16.3 41.6 
1957 30,585 1649 15.9 36.0 — 
1958 31,909 15.8 15.9 34.6 
1959 32,894 14.5 16.3 35.5 
1960 34,784 15.2 16.4 34.8 
1961 35,928 155.6 16.6 34.6 
1962 36, 844 15.6 es a 35.9 
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Budgetary Revenues by Sources 

Budgetary revenues rose from $401 million in 
1926-27 to $5,730 million in 1961-62. Appendix II of 
this section sets out in tabular form budgetary revenues 
by source for the fiscal years 1926-27 to 1961-62 
inclusive. 

In 1926-27 tax revenues were 87 per cent of 
total revenues compared with 89 per cent in 1961-62, 
However, the percentage each category bears to the total 
revenues differs to a marked degree. Taxes derived 
from customs import duties, sales tax and other excise 
taxes and duties comprised 74 per cent of the total 
revenue in 1926-27, whereas in 1961-62 they were only 
33 per cent. On the other hand personal and corporation 
income taxes which were 13 per cent of the total in 
1926-27 had risen to 54 per cent in 1961-62. Non- 


tax revenues which made up 13 per cent of the total 
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in 1926-27, dropped to 11 per cent in 1961-62. Table 
ll presents a summary of budgetary revenues for the 


fiscal years 1926-27 and 1961-62. 
TABLE 11 


COMPARISON OF BUDGETARY REVENUES BY SOURCES 
‘ FISCAL YEARS 1926-27 AND 1961-62 


Amount Per cent 
(in millions of dollars) 


1926-27 1961-62 1926-27 1961-62 


Income Taxes 


Individuals 18 Lo he 5 Chere 
Corporate 30 1,202 Ted 21.0 
Non-resident - 112 ~ 2.0 
Estate Tax } ~ 85 - iS 
Commodity Taxes 

Customs 142 534 pie 9.3 
Sales Om] 760 20.2 13.3 
Other 76 625 18.9 10.9 
Total Taxes 347 5,1 86.5 89.2 
Non-Tax Revenues 

Return in Investments 9 308 233 5 ty 
Fost Office 29 184 Vika 3.2 
Other 16 127 4.0 Zee 
Total non-tax Revenues 5h, 619 13.5 10.8 
Total Budgetary Revenues 401 oe de®) 100.0 100.0 


In 1961-62, revenue from personal income 
tax accounted for close to one-third of total revenue 
and corporation income taxes over one-fifth. In 
1926-27, these two categories. combined were only one- 


eighth of the total budgetary revenue. 
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In 1961-62 customs import duties constituted 
one-eleventhof all budgetary revenues and sales and other 
excise taxes and duties accounted for one-quarter of 
the total. In 1926-27, these sources produced more 
than three-quarters of the total revenue. 

Table 12 presents a comparison of each 
revenue source as a percentage of total budgetary revenue 
for the fiscal years 1926-27, 1938-39, 1945-46, 1949-50 
and 1961-62. 

TABLE 12 


BUDGETARY REVENUES BY SOURCES AS 
PERCENTAGES OF TOTAI BUDGETARY REVENUES 


Fiscal Years 


Income Taxes 


Individual es 9.3 22.8 2h 3163 

Corporate Fal LY wa eg Fe ie 21.0 

Non-Resident = 240 0.9 1.8 2.0 
Estate Tax - = On7 Led NS 
Commodity Taxes 

Customs — B54 15.2 4.3 8.8 09 2 

Sales 20.2 hed i Ba 15.6 tsa 

Other 18.9 18.6 Ls .9 Vey 10.9 
Total Taxes 86.5 86.9 ee! 90.0 89.2 
Non-Tax Revenues 

Return on Investments 2.3 2.6 2.4 3.6 Sak 

Post Office Lak oF ia Aas, a5) Bok 

Other 4.0 3.4 PS al Pee 
Total Non-Tax Revenues 13.5 Lack 26.9 10.0 10.8 


Total Budgetary Revenues 100.0 100.0 100.0 100.0 100.0 
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decrease in the percentage which other taxes bore to 
the total; a 1938-39 this percentage was 58 per cent 
compared with 74 per cent in 1926-27. 

By 1945-46 budgetary revenues had increased 
to $3,013 million reflecting the impact of the war on 
government operations. In 1945-H6 income tax revenue 
(including excess business profits tax) constituted 
45 per cent of all budgetary revenue. There were also 
large non-tax revenue receipts in the year, mainly from 
refunds of war expenditures and other special receipts 
which were 22 per cent of the total budgetary revenue. 

The 1949-50 budgetary revenue of $2,580 million 
reflected a sharp decrease due to a reduction in tax 
rates. The trend towards higher income tax receipts 
in relation to total budgetary revenue continued; they 
were 49 per cent of the total in 1949-50 compared with 
28 per cent in 1938-39. 

By 1961-62 budgetary revenues had risen to 
$5,730 million owing to the growth in the economy of 
the country and the need to finance increasing costs 
for defence, health, welfare and social security, 
transportation and communications, resources and develop 


ment and payments to provincial governments. 


Budgetary Expenditures on a Functional Basis 


Total budgetary expenditures moved from 
$359 million in 1926-27 to $405 million in 1929-30, 
$553 million in 1938-39, $5,136 million in 1945-46, 
$2,449 million in 1949-50, and $6,521 million in 
1961-62. Appendix III of this section sets out in 


tabular form the budgetary expenditures by function 
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for each year from 1926-27 to 1961-62. 


Except for the financial and budgetary impact 
of World War II the total expenditures for each main 
function increased throushous this 36 year period, 
but their percentages of each annual total have 
shifted quite substantially. 

In 1926-27 the order of magnitude of the five 
largest classes of expenditure was Public Debt, 
Transportation and Communications, Veterans! Affairs, 
Resources and Development, and General Government; 
in 1938-39 the order was Debt, Transportation and. 
Communications, Health and Welfare, Veterans! Affairs, 
and Resources and Development; in 1945-46, Defence, 
Debt, Veterans' Affairs, Health and Welfare, and 
Resources and Development; in 1949-50, Health and 
Welfare, Debt, Defence, Veterans! Affairs, and 
Transportation and Communications; and in 1961-62, 
Defence, Health and Welfare, Debt, Transportation and 
Communications, and Resources and Development. 

It should be noted that Old Age Bisiniaalitihey 
Fund pension payments, which amounted to $323 million 
in 1952-53 and $625 million in 1961-62, are not 
included in the budgetary expenditures; but in certain 
years the prior year deficit in the Old Age Security 
Fund has been charged to the budgetary expenditures, 
viz., in 1951-52, $50 million, 1954-55 $46 million, 
1955-56 $63 million, 1956-57 $56 million, 1957-58 
$104 million, and 1958-59 $184 million. 

Table 13 presents a summary and comparison 


of budgetary expenditures for the years 1926-27 and 
Iy6T -62 
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TABLE 13 


COMPARISON OF BUDGETARY EXPENDITURES EY FUNCTION 
FISCAL YEARS 1926-27 AND 1961-62 


Amount Per cent 
(in millions of dollars) 


1926-27 1961-62 1926-27 1961-62 


Defence 15 1,650 4.2 25.3 
Public Debt Charges 130 839 36.1 12.9 
Payments to Provincial 

and Municipal Govern- 


ments 13 567 3.6 8.7 
Health, ‘jelfare and 
Education a 1,292 1.9 19.8 
Veterans! Affairs L6 333 12.8 Sol 
International Co-operation ~- 76 - hges 
Transportation and 
Communications 80 756 22.2 11.6 
Resources and Development 32 572 8.9 8.8 
General Government om 425 5.8 6.5 
Unclassified 16 10 Lek - 
Total 359 6,521 100.0 100.0 


TABLE 14 


BUDGETARY EXPENDITURES BY FUNCTION AS A PERCENTAGE 
OF TOTAL BUDGETARY EXPENDITURES 


1926-27 1938-39 1945-46 1949-50 1961-62 


Defence 42 6,3 57.3 15.6 25.3 
Public Debt Charges » 36.1 24.1 8.5 18.4 12.9 
Payments to Frovincial 

and Municipal Govern- 

ments 3.6 3.9 ieee ies 8.7 
Health, Welfare and 

Education say | tH. 5 ooo 20.2 19.8 
Veterans' Affairs 12.0 10,3 7.68 10.1 pp 
International Cooperation ~ 0.3 0.1 0.5 1,2 
Transportation and 

Communications 22.2 2202 225 9.9 11.6 
Resources and Development 8.9 ony ek 7.8 8.8 
General Government ya) 8.1 2.5 6.9 6.5 
Unclassified Aol 0.6 10.6 Bat = 

Total 100.0 100.0 100.0 100.0 100, 0 
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Defence expenditures covered 5 per cent or 
less of total budgetary expenditures in all the years 
prior to 1938. During the major war years, 1942 to 
1945, they took over 75 to 80 per cent of the total 
budget; in the immediate post-war years, 1946 to 1950, 
they dropped back into the 10 to 15 per cent range, 
then moved up rapidly to the 40 to 45 per cent level 
in the years 1952 to 1956; since then they have eased 
off as a percentage of total expenditures toward the 
25 per cent level. 

The cost of the public debt did not change 
significantly between 1926 and 1939, though as a per- 
centage of total expenditure it fell from 36 per cent 
to 24 per cent. During and since the war the public 
debt charges have increased fairly steadily in amount, 
but as a percentage of total expenditures it stood 
at about 13 per cent in 1961-62. 

Health and Welfare costs (which inelude 
Education expenditures but do not include Old Age 
Pensions) were a very small element reer 
expenditures prior to the depression of the 1930s. 

In the late 1920s they were less than $10 mii1idn 
or less than 23 per cent of total expenditures, 
During the 1930s thay: rose very substantially to 
totals exceeding $100 million or about 20 per cent 
of the budget. During the war these costs eased 
off into the $60 to $80 million range, but down to 
less than 2 per cent of total expenditures. In the 
post-war years family allowances were introduced, 


an expanding number of welfare cost-sharing arrange- 
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ments were made with the provinces, old age pension 
fund deficits moved in from time to time into the 
budgetary expenditures, and finally there-was the 
federal participation in hospital and diagnostic 
services. As a result total federaj health and 
welfare costs moved up from less than $100 million 

in 1944-45 to almost $1,300 million in 1961-62. 

Their percentage of total expenditures has fluctuated 
largely in reverse to defence expenditures. It was 
around 20 per cent in the late 1940s, dropped into 
the 10 to 15 per cent range in the years 1952 to 1957, 
and moved back to 20 per cent in 1961-62. 

Veterans' Afairs expenditures prior to 
1940 were in the $50 to $60 million range, or 10 to 
15 per cent of total expenditures. In the immediate 
post-war years the demobilization grants temporarily 
raised these expenditures to over $600 million, or 
23 per cent of the budgetary total. Since 1950 
Veterans! Affairs expenditures have moved up fairly 
steadily from $216 million to $333 million in 1961-62 
veelecth athe about 5 per cent of the budget. 

Federal payments to egies can and municipalitie 
were quite moderate prior to the war-time tax arrange~- 
ments. Prior to the war they consisted chiefly of the 
payments to the provinces required under the British 
North America Act, and ranged between $15 and $20 million 
a year, or 3 to 4 per cent of total budgetary expenditures. 
During and since the war tax rental and "equalization" 
arrangements with the provinces, and grants to 


municipalities in lieu of taxes on federally owned real 
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property have progressively built up those federal 
expenditures from $109 million in 1942-43 to $567 millio 
in 1961-62, an increase from 2.5 per cent to 8.7 per 
cent of the total budget. 

Transportation and Communications costs before 
the war were a very heavy element in government expendi- 
tures. They ranged between $80 and $160 million or 
20 to 30 per cent of total expenditures. Two large 
elements in these costs were freight rate subsidies 
and C.N.R. deficits. Since the war these costs have 
moved up steadily from $130 million to $750 million, 
or from 5 per cent to 12 per cent of total expenditures. 
This growth in expenditures includes rail, road, air 
and water transportation costs and services and also 
broadcasting and other forms of communications. 

Resources and Development expenditures include 
assistance and encouragement to agriculture and fisheries, 
mining and forestry, and also research and development 
programmes. The costs prior to the war were largely 
in the $30 to $40 million range, or in the 6 to 8 per 
cent range. Since the war these expenditures have risen 
steadily from $130 million to $570 million, or from 
5 per cent to 9 per cent of the budget. 

Finally, General Government expenditures, 
that is, the general costs of administration not directl 
related to the other specified functions, have increased 
steadily in amount, but have remained fairly constant as 
a percentage of total expenditures, except, of course, 


in the war years. 
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APPENDIX I 


Summary of Budgetary Revenues and Expenditures 
and 8s a percentage of the Gross National Product 
for the fiscal years ended March 31, 1927 to 1962 


(in millions of dollars) As Percentages of Gross National Product 
Fiscal Gross 
Year Budgetary Budgetary Surplus or Net National Surplus or 
ended Revenues Expenditures Deficit (-) Debt (1) Product (2) Revenues Expenditures Deficit (-) Net Debt ‘ 
1962 5,729.6 6,520.6 -791-0 = 137220 e%: 36,844 15.6 1 f-e7. -2.1 35.9 
1961 5,617.7 5,958.1 -340.4 ORS (ea. 35,928 15.6 16.6 -0.9 34.6 
1960 5,289.8 5,702.9 “his 12,089.2 34,784 Sze 16.4 Sule 34.8 
1959 4,754.7 5,364.0 -609.3 11,678.4 32, 894 14.5 16.3 =.9 85.5) 
1958 5,048.8 5,087.4 38.6 11,046 .3 31,909 15.8 15.9 -0.1 34.6 
1957 5,106.5 4,849.0 257.5 11,007.7 30,585 16.7 15.9 c.8 36.0 
1956 4,400.0 4,433.1 33 1 11,280.4 27,132 16.2 16.3 -C.1 41.6 
1955 hy, 123.5 4275, 3 -151.8 11,263.1 24,871 16.6 fee -0.6 AS 3 
1954 4 396.3 4,350.5 45,8 11,115.9 25 ,020 17.6 ae 2 Ad 
1953 4,360.8 4 337.3 23.5 TL; IGE 23,995 18.2 Holgal coy 46.5 
1952 3,980.9 3,732.9 248.0 11,185 .3 21,170 18.8 17.6 12 52.8 
1951 3,112.5 2,901.2 218 11, 433.3 18,006 17.3 16.1 V2 63.5 
1950 2,500.1 2,448.6 131.5 11, 644.6 16,343 15.8 15.0 0.8 (EES) 
1949 Ori (et Avec? 595.5 UD HAASE l 15,120 18.3 14.4 Bao 779 
1948 287167 2, 195 .6 676.1 Neri) 13,165 21.8 16.7 Died: 94.0 
1547 3,007.9 2,634.2 3130 1350472 11,850 25.4 PE? Be 110.1 
1946 35013 <2 5,136.2 -2,123.0 13,421.4 11.835 25 5 Barat “17.9 113.4 
1945 2,687.3 5,245.6 -2,558.3 11,208.4 11,850 22 37 443 -21.6 95.3 
1944 2,765.0 5,322.2 BESO 0 8,740.1 11,088 24.9 48.0 ~23.2 78.8 
1943 2,249.5 Pes steiieit -2,137.6 6,182.8 10,327 21.8 42.5 -20.7 59.9 
1942 1,488.5 1,885 .0 -396.5 4,045.2 8,328 17 9 22 .6 “4.7 48.6 
1941 872.2 1,249 .6 =377 4 3,648.7 6,743 22 9 18.5 "5.6 54.1 
1940 562.1 680.8 “11837 3,271.3 5 ,636 WoO) 12.1 72.1 58.0 
1639 POO DDS el! = 50.9 3,152.6 5,278 9.5 10.5 =O) 59-7 
1938 516.7 534.4 Lay » 201.7 Bear 9.8 10.2 -0,3 59.0 
1937 454.1 532.0 = ies 3,084.0 4,653 9.8 11.4 =a if 66.3 
1936 372.6 532.6 -160.0 3,006.2 4315 8.6 12.3 “3.7 69.7 
1935 362.0 478.1 -116.1 2,846.2 3,984 oral 12.0 “2.9 71.4 
1934 324.7 458.2 -133.5 2,730.0 3,510 9.3 ie “3.9 77.8 
1933 Sale 532.4 -220.6 2,596.5 3,827 one 13.9 “5.3 67.8 
1932 334.5 448.7 “11432 23/550 4,699 aid oS “2.4 50.6 
1931 B57 64, 441.6 = 33/0 2,261.6 5,728 6.2 weg =1.5 39.5 Bie 
1930 453.0 405 .3 47.7 LETS) 6,134 74 6.6 0.3 35.5 
1929 461.6 390.3 Vales! 2,225.5 6,046 {GAS 6.5 ine 36.8 “Fe 
1928 430.8 379.8 51.0 2,296.9 5,549 hee 6.6 0.9 41.4 
1927 401.1 359-2 41.9 Ou cO 5,152 fone. (58 c.8 45.6 
Note ~~ Due to rounci-:, figures may not cross add. 
(1) Zavludes adjustments in respect of prior years which do not affect current year's budgetary 


revenues and expenditures. 
(2) For the calendar year ended in the fiscal year. 


z 


=a 8 
WH bebe ersey Leo0t) oo ao? 


asdnsored 
r 
03 
re 
7 
oa 
$ 
44 
—_ 
‘ 
‘3 
a 
ts § 
“zt 
: 
| 
oe 


4é - 
se: 
Teil: 
: &,St5 
8.9#0, ££ 


“odie Ore sottesobeodd 


= Saenn Vea wuw aM as 


# ve w 


BSE LESS Lessee 


MAY Gel eys of sewer eiwdene socom eonadebegs 


eaboe: Pesan: (EG hm Soba asgsenee wate 


fx @ 


% 
8.11 + 


eecry ont to s: 


bas Bounsvel yiateshua@ to yx 


‘BE _ 
SOE LE dx 


eS 
~ a 


estud i bye 
toubond £ 


Sack be J 


c we CID: OS OEY. 68eeh. est senate 
Sod Sa et Nt ae 4 

AN ARS A eh ie AOR BBE Balt BEG AUL cite aia id, 
CKOoAwerer wom tde ome Aa cs Or ag n3.wow ds bere 


ees : ee OF MS! "HR OS SORLE.» (ORES se) CASE 


eee aied,' O8 One Wk L684 BGRg Ua HY o 


nee HOGA BOumwees aeeegd uwWiepeidaad a ad A od 


np, 


aheray ati Yo ¢88" weg 8 of theacteqes 


| dybuyoe ere *y sosiey gestae Stbsee veweee 


COODUVBESO wud aye wedacus QIVGBGSE SUurdadd ouddds 
i) at eloibe sess naw fo torneg ei 1 et Sag 
‘ «J 


Lae a 2 Beet cage sredtosads osuhedeied 


‘Mie! Satares evel ged. Favomn mow sbasta 


id Pe r = 


yess peed oes 


APPENDIX III 


BUDGETARY EXPENDITURES CLASSIFIED BY FUNCTIONS 
Se a a 
(in millions of dollars) 


Prov. and Health, Transportation Resources 
, Public Municipal Welfare Veterans International and and General 

Defence Debt Govts. Education Affairs Co-operation Communication Development Government Unclassified Total 
ly62 1,650.0 839.0 567.0 1,291.7 BERL 76.1 756.5 572.1 425 .2 9.8 6,529. 
1961 1,537.9 797.6 563.4 1, 07462 292.3 85.3 681.2 532.2 386 .9 7.2 5,958. 
1960 1,534.2 783.5 542.5 985.6 288 .3 83.0 633.1 477.8 368.0 6.9 5,702.9 
1959 1,442.4 648 .0 490.0 1,024 288 .8 61.2 607.8 420.5 378.4 Doe 5,364. 
1958 1,687.4 567.4 401.2 834.7 Che 47.6 498.5 Based, 405 .8 53.9 5 087 
1957 LS 7O3e6 534.1 405.7 671.3 251.5 46.8 408.2 283.2 410.6 53.8 4 849. 
1956 1,768.6 514.3 358.5 628.6 248.5 3302 340.7 O44 1 291.9 7 4 AZ3 21 
1955 1,687.9 502.3 362.6 584.1 240.1 34.8 358.9 212.8 286.5 25) 4,275.3 
1954 1,857.8 495.7 344.6 515.2 238.7 36.6 299 .4 227.5 279 4 55.6 4 5350.5 
1953 1,972.9 464.9 341.7 496.4 241.4 31.6 260.0 214.3 236.9 Tee 4,337.3 
1y52 1,446.5 Sees ,0) 129.5 584.5 216.1 29.1 244 4 aE fgaluage) 299 .6 80.3 3,732.9 
1952 787 .3 439.0 125.5 539.3 216.5 15.0 219.0 244 9 221.8 92.9 2,901.2 
ay 39 38762 450.8 104.6 494.6 246.6 Tale 243.3 191.2 170.0 148.9 2,448.6 
14a 268.8 475.2 101.7 428.8 277.0 15.0 200.2 179.5 159.3 79.4 2,175.9 
1348 196.0 466.7 55.9 429 .3 341.3 26.3 159.2 136.8 156.4 12Fy7 2,195.6 
pel, 387.6 De 108.8 401.3 604.8 ne 133-2 1317 165.1 220.3 2,634.2 
Ic 46 25942. m 437.6 ae 7, 299.0 401.7 3.6 eee 138.3 129.9 542.6 5,136.2 
Ly45 3,999 9 339.8 108.2 93.3 1a: 1.3 142.8 1322 138.6 175.4 5,245.6 
alae e it 4,241.6 262.1 109.8 Se 69.5 Weg 189.9 147.5 66.7 152.0 5,322. 
1g 43 3 563 3 202.5 109 \o i TH .7 61.5 enn 16.3 80.8 69.5 106.7 4,387. 
1342 1,267.67 171.6 35.5 58.4 - 58.3 Oxy alee 98.0 90.0 33.4 1,885. 
i194] 7303 Wei 19.4 61.4 59.9 0.6 85.6 47.5 Com S2en, 1,249. 
1G 49 125 a4 134.6 19.4 78.9 60.4 3 Ay Sail 38.3 23.8 680. 
1g 40 34.8 133.1 21.4 80.1 57-4 159 122.5 53.5 45.1 B35 553. 
1436 B27 132.1 21.3 103.5 56.2 1.5 105.4 29.2 41.5 11.0 534.4 
1937 22.9 psy ane 16.9 105.8 56.8 1.4 108.2 26.2 313 akeye re 532.0 
1936 17.2 134.5 T7756 102.8 55.1 0.8 98.4 36.2 36.5 33.3 532.6 
2935 13:9 138.5 15.4 Si, 7 54.6 a5 101.5 29.8 26.0 15.2 478.1 
1934 12.2 330.7 15.3 54.0 rut 0.8 110.9 22,2 30.4 16.6 458.2 
1933 13.5 125.0 15.3 54.2 55.9 0.8 160.7 56.5 33a 7.4 532.4 
1922 17.9 128 2 14.0 55.3 Gil: ed 80.7 37.0 33:55 26.4 448.7 
1931 23.4 121.3 19.2 16,5 5/20 152 115.0 34.8 29.3 21.9 441.6 
1930 21.8 121.6 ites Bat 5 50.1 ise 107.8 35.9 28.9 14.5 405 3 
1929 19.6 125.0 ia.e 8.4 63.2 1.2 86.2 38.6 28.4 Byes) 390.3 
1928 17.6 128.9 TRAE 9.4 61.9 0.6 82.1 31.9 22, TO. 379.8 
1927 14.8 129.7 327 6.8 46.0 0.3 79 8 Bile ( 20.7 16.7 359.2 
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APPENDIX II 4 


BUDGETARY REVENUES BY PRINCIPAL SOURCES 


(in millions of dollars) 


Income Tax 


Year Other Total Other } 
ending Non- Estate Sales Commodity Tex Return on Post Non-Tax Total 
Merch 31 Individual Corporate Resident Tax Customs Tax Taxes Revenue Investment Office Revenue Revenue 
1962 lO en7 1,202.0 112.3 84.6 534.5 759.7 625.4 5,111.2 307.5 183.7 127.2 5,729.6 
1961 Lwal.e 1,276.6 88.2 84.9 498.7 720.6 635.6 5,015.8 283.8 173.6 144.5 5,617 -% ; 
1969 1,566.6 1,142.9 73-4 88.4 525 oH TBO.7 622.6 4,752.3 239.7 167.6 130.2 5,289.8 P 
1959 1,353-5 1,020.6 61.2 72.6 486.5 694.5 558.5 4247.4 221.2 157.5 128.6 4,754.7 ’ 
1958 1,499.8 1,234.8 64.3 71.6 498.1 703.2 551.0 4,622.8 169.4 152.9 103.7 5,048.8 
1957 1,400.5 1,268.3 76.4 79.7 549.1 WAT 1 556.8 4,647.9 206.6 145.8 106.2 5,106.5 
1956 1,185.6 1,027.7 66.2 66.6 481.2 641.5 526.9 3,995.7 149 .3 137.4 117.6 4,400.0 
1955 1,183.4 1,020.6 61.3 44 8 397.2 572.2 494.0 3, 713-5 133.5 131.3 85.2 4,123.5 
1954 1,187.7 stmaten et 53.8 39.1 407.3 587.3 537.2 4,003.6 151.9 111.0 129.8 4,396.3 \ 
1953 1,189.0 1,240.1 5327 oleae 389.4 566.2 530.1 3,997.6 116.9 111.9 134.4 4,360.8 
1952 O75 <7 1,138.0 55.9 38.2 346.4 573.5 536.0 3,657.8 117.6 104.6 100.9 3,980.9 
1951 652.3 809 .3 61.6 33.6 295.7 460.1 472.7 2,785.3 89.5 90.5 147.2 3.11255 i 
i950 622.0 601.4 47.5 29.9 225 9 403.4 393.0 lee ee | 91.5 84.5 81.0 2,580.1 oh 
i949 762 .€ 536.8 43.4 25.5 223.0 Bi ted 467.5 2,436.1 107.9 80.6 146.8 2,771.4 | 
1948 659.8 591.2 35.9 30.8 293.0 372.3 469.1 2,452.1 75.8 77.8 266.0 a,871.% ) 
1947 670.5 681.3 30.1 23.6 237.4 298.2 486.5 2,427.6 69.4 73.0 437.9 3,007.9 +4 
1946 686 .6 644.5 28.3 21.5 128.9 2)2.2 480.4 2,202.4 70.9 68.6 671.3 3,013.2 
1945 672.8 647.7 28.5 1% 63 115.41 209.4 493.8 2,154.6 60.8 66.1 405.8 2,687 .3 
1944 698.4 740.1 26.9 15.1 167.8 304.9 483.6 2,436.8 48 4 61.0 218.8 2,765.0 
1943 484 2 782.6 28.6 43.43 119.0 232.9 406.7 2,066.7 41.2 48.9 92.7 2,249 5 
1942 296.2 321.0 28.2 7.0 142.4 236.2 329.9 1,360.9 21.7. 46.0 59.9 1,488.5 ) 
1941 103.5 155.6 13.0 - 130.8 Wo. 7 195-5 778.1 14.9 40,4 38.8 872.2 
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PROCEDURES IN PREPARING THE ANNUAL BUDGET 


Expenditure Control 


In Canada the instrument for the expenditure 
control side of the Federal Government budgetary equation 
is the Treasury Board, a statutory subcommittee of the 
Privy Council. This instrument was fashioned at the 
outset of Confederation by Order in Council dated 
July 2, 1867, and received its present statutory form 
in 1952 with the enactment of the Financial Administratio 
Act from which it derives its general powers. Other 
statutes, of course , over the years have given specific 
powers to the Board with respect to financial commitments 
authorized by the various statutes. 

The general powers of the Treasury Board are 
set out in Section 5 of the Financial Administration Act, 


which reads: 


5. (1) The Treasury Board shall act as a 
committee of the Queen's Privy Council for Canada 
on all matters relating to finance, revenues, 
estimates, expenditures and financial commit- 
ments, accounts, the public service, and general 
administrative policy in the public service 
referred to the Board by the Governor in Council 
or on which the Board considers it desirable 


to report to the Governor in Council, or on 
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which the Board considers it necessary to act 
under powers conferred by this or any other 


Act. 


(2) The Governor in Council may authorize 
the Treasury Board to exercise all or any of 
the powers, other than powers of appointment, 
of the Governor in Council under the Civil 
Service Act, the Civil Service Superannuation 
Act, the Defence Services Pension Act, and 
Parts II to VI of the Royal Canadian Mounted 


Police Act. 


(3) The Treasury Board may prescribe from 
time to time the manner and form in which the 
accounts of Canada and the accounts of the 
several departments shall be kept, and may 
direct any person receiving, managing or dis- 
bursing public money to keep any books, records 


or accounts that the Board considers necessary. 


(4) The Treasury Board in the exercise of 
its powers under this or any other statute is 
subject to any direction given to it by the 
Governor in Council, and the Governor in 
Council may by order amend or revoke any 
action of the Board. 1951 (2nd Sess.). 


Rie. dus cee 


Co-ordination with other aspects of the 
budgetary process is achieved because the Chairman of 


the Board is, by statute, the Minister of Finance and, 
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Similarly, the staff is provided by the Department of Finance. 
The Board exercises expenditure control within the budgetary 
framework ordimrily through its control of the Estimates 
requirements of the departments of government and, where 
applicable, Crown agencies. This control, in turn, flows 
from the nature of the constitutional relationship of 

the Crown to Parliament. 

Treasury Board, subject to ultimate approval by 
Cabinet, determines on behalf of the Crown what will be 
sought of Parliament in the way of funds for carrying 
on public business. In keeping with the general 
budgetary concept of determining needs in so far as 
possible on an annual basis, prime emphasis is laid on 
what are called the Main Estimates. These are called for 
from departments and agencies once a year and, again in 
so far as possible, are designed to provide for all the 
finaneial needs of departments and agencies for the 
fiscal year in question. 

Departments often find it impossible to foresee 
all requirements so additional requirements are catered 
to by the Supplementary Estimates which are tabled early 
in the parliamentary session, often prior to consideratio 
of the Main Estimates by the House of Commons. Also, 
other unforeseen situations may arise and the system is 
sufficiently flexible to permit the tabling of Further 
Supplementaries, although these are avoided if possible. 
There are always Final Supplementaries near the close 
of any fiscal year to deal with overruns of expenditure 
or certain legal problems for which the information is 


not available until this time, such as, for example, 
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the appropriation for the C.N.R. deficit. 


In so far as the budgetary process is concerned 
the key financial discussions by the Treasury Board 
take place on the Main Estimates. The Supplementaries 
are, or ought to be, the exceptions to the rule, although 
a certain level of Supplementaries during the course of 
each year can be assumed. The broad aim of the Board is 
to fit the requirements of the government departments 
and agencies into the framework of budgetary requirements 
A subordinate and related objective of the Board is to 
secure accurate Estimates, i.e., they should, as far as 
can be determined, be a full statement of the total 
financial need of the public service for the fiscal 
year and, conversely, they should not confuse the 
budgetary picture by containing greater provision than 
can be expended in the fiscal year. Unless the Estimates 
in their total form for the public service as a whole 
are reasonably accurate, the Budget will be less 
effective in achieving the degree of surplus, balance 
or deficit as the Government may atiecala as appropriate » 
in the circumstances prevailing. 

Accordingly, the Board in the budgetary process 
has two main objectives: rationalizing requirements of | 
all the departments of government and fitting them into 
the budgetary requirements as a whole, and achieving 
realistic Estimates of whatever is accepted as the 
financial requirements of the public service for the 
fiscal year. The Treasury Board is assisted in these 
tasks by a staff which specializes functionally in 


examining specific programmes and policies of the 
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several departments and agencies of the government. 

The task of the Treasury Board staff is to 
provide information and advice to the Ministers when they 
are considering the Estimates requirements of the depart- 
ments in general and in detail. 

The process of considering the Main Estimates 
begins with a call by the Board for the receipt of 
departmental requirements by a set date, usually 
November lst, for the fiscal year commencing the 
succeeding April 1st. The call is sent out several 
months prior to November lst. Upon receipt of all 
Estimates two processes are initiated coneurrently. 

The staff begins a detailed examination of the Estimates 
of each department through the officers specializing in 
each area, Vote by Vote, and subdivision by subdivision, 
with all the supporting information. Discussions are 
initiated with the appropriate departmental officers to 
fill in gaps in the information or to clarify other 
aspects and to check the accuracy of the calculations. 

At the same time the total of all departmental and agency 
requirements is added up and this figure, together with 
the best current appreciation of the expected revenue 

for the fiscal year in question, is placed before the 
Minister of Finance. The Deputy Minister and other senio 
officers of the Department of Finance concurrently advise 
and discuss with the Minister the general economic and 
fiscal prospects for the coming year. 

This is the first tentative appraisal of the 
balance of ways and means in the context of current and 


expected economic and fiscal conditions. In the light 
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of the information he thus has, the Minister will give 


such directions as he thinks appropriate which officials 
of the Treasury Board Division then use as guide lines 

in their discussions with ite departments. In the 

light of these reviews, further meetings take place with 
senior levels in the departments in an attempt to identif 
areas of priority and other aspects of policy that will 
be of vital importance to the Board in its consideration 
of the Estimates. 

At this time agreements at the official level, 
usually after discussion by departmental officials with 
their Ministers, can be reached with respect to the 
deferral of some proposals or the achievement of certain 
aims by different means or different time phasing and 
these can have an appreciable effect on the level of 
the Estimates requirements of the department that the 
Board is finally asked to consider. 

The final stage is reached with a heavy 
schedule of meetings of the Board over a two to three 
week period, usually ending by mid-December, during 
which the Board takes up in turn the Estimates of each 
department. The Board commences its work with a general 
review of expected economic and fiscal conditions, 
namely the total of the requirements of all departments 
and agencies, and a brief on the current and anticipated 
economic environment, plus such special problems as 
may be present. The Board then addresses itself to the 

‘task of rationalizing the requirements of all department 
| and fitting them into the overall budgetary situation. 


This is a complex task of weighing the detail in the 
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1 context of the general: one which has to be done in the 


context of each department and then in the context of 
3 all departmental requirements taken together. It 


involves the weighing of such diverse problems as 


4 

5 advancing general industrial or scientific research, the 
6 advancement of agricultural service, improvement in 

7 vocational training and a variety of other widely 

8 disparate claims, not the least of which is that of 

9 defence, to quote just a few examples. Current 

10 performance of operations is also brought under review. 
11 It is at this point that the value of the 

12 information placed before it by Treasury Board staff, 
13 based on the latter's familiarity with the departmental 
14 policies and operations, is vital. As the Estimates 

15 of a Department come before the Board it is represented 
16 by its Minister and its senior officials and the Board 
17 is assisted by the Secretary, Assistant Secretaries and 
18 other officials of Treasury Board Division responsible 
19 directly for the department under discussion. After 

20 listening to the presentation of the main heads of 

m1 expenditure, particularly those involving new expenditure 
2 and such additional information as the staff may bring 
93 out, the Board makes its decision with respect to the 
2A general level to be provided in the Vote and may make 
95 such other decisions as the deletion of specific 
6 projects or the modification of proposals. Further 


discussion may take place but after such further 
discussion the Board's decision is final unless altered 
by Cabinet. 


When the Board has completed its review of all 
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departments, the Estimates are adjusted according to its 
decisions, are placed before Cabinet for approval, and 


in due course, tabled in the House of Commons. The 


total of the fiscal git iatande of the public service 
for the new fiscal year having thus been determined, it 
is then carried into the budgetary discussions which 
result in the budget decisions ici are placed before 
the House of Commons by the Minister of Finance in his 
annual Budget Speech, 

While the main financial outline and many 
important details have been decided in the process 
Just described, the sheer size of expenditures and 


the complexities of the many issues coming before 


the Board make it impossible to resolve all matters 
at this time. Some are dealt with in greater detail 
by the Board during the remainder of the year. 

To deal with these, and other aspects of its 
responsibilities, the Board usually meets once a week. 


At these meetings the Board may deal with a wide 


variety of subjects. For example, there may have been 


approved a civil aviation terminal programme’ for the 
Department of Transport at a given overall amount. In 

so doing there may have been considered a specific list 
of projects against each of which there would have been 
an estimate of the anticipated cost to arrive at the 
total. There would also have been a lengthy discussion, 
but in a general way, of the varying pressures and 
problems associated with the development of civil aviatio 
facilities as represented by these projects. The Board 


would not, however, have resolved whether, say, the 
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terminal at city "X" is justified at a cost of $3 million 
or $5 million, a judgment which only could be reached by 
consideration of the detailed factors bearing on that 
particular locality. | 

Such information is placed in sufficient detail 
before the Board at one of its weekly meetings with 
specific proposals which the Board can accept, modify or 
reject. Again, the order may be reversed and, in 
anticipation of the forthcoming estimates for the next 
fiscal year,.a department may have its detailed 
planning advanced sufficiently to bring forward to one 


of the weekly meetings of the Board the detailed 


ee AA TN eS rs nanan anions, 


proposals for approval in principle of a project to 
be included in the next year's Estimates, subject te 
the general availability of funds. Such approval-in 
principle and subsequent or advance consideration in 
detail by the Board is typical of the Board's work in 
many other areas. wt 
The procedure for the Main Estimates operation 
is repeated as required for the Supplementary Estimates, 
though the general rule is that the Main: Estimates aoue a 
be, as far as possible, the statement of the financial | 
needs of the public service for the year and:«the | 
Supplementaries should be'the exceptions. | 
Clearly, the Treasury Board woerky to be ettectiye, 
depends on adequate information and informed. advice. 
Several techniques have been developed to this end. The 
most important is specialization: by the Treasury Board 
officers in the operations of aigiven department or a 


part thereof. The second is the: creation of advisory 
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committees of officials to give the Board informed advice 
on technical matters, e.g., the Treasury Board Advisory 
Committee on Accommodation Standards, or the Treasury 
Board Committee on Foreign sabia Allowances. These 
provide the information the Board must have if it is to 
make the right judgment. 

Efforts are currently under way to improve 
further the overall effectiveness of Treasury Board 
control of expenditure. Two of the most important 
are the application of work and productivity measurements 
as analytical tools by the staff in their evaluation of 
manpower requirements of departments, and forward fore- 
casting of expenditure requirements. The first has the 
advantage of offering a dual benefit in that, over and 
above the housekeeping advantage of permitting the 
government to perform its functions at less direct cost, 
improved efficiency generally will mean more efficient 
administration of public programmes at either lesser 
costs or greater yield for the funds invested. It is 
part of Treasury Board policy to encourage and facilitate 
efforts by departments to have skilled organizations to 
improve productivity and to take advantage of expert 
advice in this field in or outside the public service. 

At the time of Main Estimates last year, 
departments were asked to provide a three-year forward 
forecast of expected Estimates requirements when sub=~ 
mitting their 1963-64 Estimates. They have also been 
advised that it is hoped to extend this to a five-year 
projection as soon as practicable. 3 


In the review of any one year's proposed 
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expenditures only approximately twenty per cent is 
amenable to alteration. The only way to enlarge the 
scope for decision is to project forward and establish 
an order of priorities in this way. It is anticipated 
that after the necessary experimentation has been 
completed and reasonably effective forecasts are being 
obtained, these, coupled with performance and activity 
budgeting, will effect a fundamental alteration in the 


manner in which expenditures are reviewed. 


Loans, Investments and Advances 

The alternative to financing outlay by 
appropriation is may be variously described as a 
loan, an Haven Lient or an advance. Whether a public 
outlay is financed by these or by an appropriation will 
depend upon the assessment of the circumstances. Whereve 
the outlay is for an activity which is expected to be 
self-liquidating, it is financed by a loan, an investment 
or an advance. An example would be the construction of 
the St. Lawrence Seaway. Where an outlay is for several 
purposes or the ultimate purpose is uncertain, it may 
also be financed by a loan until this can be determined, 
An example would be acquisition by the Federal Government 
of the area known as the LeBreton "Flats", in Ottawa. 
When the ultimate usage has been determined, the land 
which will be used for federal buildings will be charged 
to the appropriations of the Department of Public Works; 
the land for public’ park purposes, to the National 
Capital Fund; and that portion which will be self- 


liquidating, i.e, sold or leased to private entre- 
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preneurs for private development, will retire a 
corresponding amount of the loan in the ordinary manner. 
Where the outlay is for the purpose of indirect 
financing of further outlay, for example, housing, the 
outlay is always on a loan basis. Advances may be 

made to departments or Crown corporations for working 
capital or to carry large inventory over a prescribed 
period, for example, the Revolving Fund in the 
Department of Defence Production. 

Loans, investments and advances not urnaturally 
enter prominently into financing of Crown corporations. 
The criteria for making loans or advances closely relate 
to the criteria for establishing Crown corporations. 
Crown corporations have a revenue arising from a variety 
of sources including the charges for their activities 
in the form of fees, commissions or receipts from sales 
of goods or services. As indicated, they receive loans 
to be disbursed as loans to others or to finance their 
activities which are anticipated to be self-liquidating. 
They also receive loans as working capital or inventory 
finaneing which may or may not be self-liquidating. To 
the extent that their revenues, plus loans and advances, 
are less than required to cover their activities, funds 
to cover their expenditures are appropriated. The degree 
to which appropriations finance the activities of Crown 
corporations varies widely. When they receive appropria- 
tions they are subject to the same scrutiny as depart- 
ments. All Crown corporation activities are covered by 
their capital or operating budgets. Their capital 


budgets must be approved by Council on the recommendation 
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of the Minister directly responsible and the Minister 
of Finance. Betorstne latter makes his recommendation, 
the operating and capital budgets, particularly the 
latter, are reviewed with particular emphasis on possibl 
future charges on the Treasury. If the corporation is 
largely dependent upon appropriations, the effective 
examination of the corporation'® activities will 
naturally take place during the Estimates process. 
Loans, investments and advances are carried as 
active assets and the estimated disbursements during 
the fiscal year in question are carried into the cash 
budget estimate. 
Authority for loans, investments and advances 
may be continuing or only for the year in question. 
Authority is provided by appropriate Votes in the 


Estimates or in some enabling statute. 


Revenue Forecasts and Tax Adjustments 


The annual Budget statement of the Minister of 
Finance brings together the programmes of Government 
expenditures and the plans for raising the money to 
meet these expenditures. The Treasury Board Division as 
described in the previous pages conducts the examination 
of the prospective spending plans, the Taxation Division 
examines plans and requests for modifying the existing 
sources of tax revenue, and the Comptroller of the Treasury 
assesses the prospective non-tax revenues, as well as 
contributing to the appraisal of cash requirements. 

The examination of tax proposals and other 


preparations for the Budget necessitate a series of 
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revenue forecasts. Preliminary forecasts of revenue 
for the following year are made during the autumn to 
provide one of the important factors which the Minister 
of Finance and his colleagues must have in mind as they 
examine and appraise the spending programmes. Next 
it is necessary to make estimates of the effects upon 
revenue of all the requests and proposals for tax 
changes large and small that are brought before the 
Minister of Finance. As the budget date approaches the 
earlier revenue forecasts are revised, improved and 
refined until finally the forecast of revenue before 
dds changes for use in the Budget Speech emerges. When 
tax changes have been decided the revenue effects of 
these changes on a full year's basis and for the fiscal 
year covered by the Budget are estimated and the Budget 
forecast of revenues after tax changes is then produced. 
Finally, the trend of revenues is periodically re- 
examined as the year progresses since frequent re- 
assessment of monthly revenues and expenditures must 
be made in order to anticipate the Government's cash 
position in the week and months ahead. 

The revenue forecasting work done by the 
Taxation Division depends to a large extent on basic 
information obtained from other sections. The forecast 
of revenue for a fiscal year is based on information 
concerning the economic trends and developments and 
expectations for the coming year which is prepared in 
the Economic Analysis section of the Department and 
from other forecasting sources. One of the more 


important and complex aspects of estimating revenues 
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is a continuing and careful appraisal of both general 
and detailed prospects of economic trends. In this 
respect senior officials of the Department of Finance 
maintain intimate contacts with appropriate officials 
in other government departments, particularly those 

in the Dominion Bureau of Statistics, Trade and 
Commerce, Labour, Agriculture and the Bank of Canada. 
While the Department does not formally consult with 
non-governmental persons or agencies it does, of course, 
study with interest all available information and views. 

On the basis of the projections thus obtained 
conclusions are formed as to the yield of various 
revenue sources in the next fiscal year by applying 
certain factors to the estimates of revenue in the 
current year. These factors are derived through the 
establishment of relationships between taxes and 
economic indicators on the basis of past experience. 

As a check, the resulting forecast of revenues for 

the following fiscal year is compared with a mechanical 
projection of monthly tax collections from current 
levels into the next year. 

The work of budget preparation also includes 
an examination of a very wide range of proposals and 
requests for tax changes. The fiscal measures announced 
in the Budget may include important changes in the rates 
of tax or new measures which use taxes to achieve 
particular ends or to influence certain sectors of the 
economy. The decisions of the Minister of Finance 
(which are, of course, subject to Cabinet concurrence ) 


concerning important rate changes or the choice of 
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particular fiscal measures are usually made only after 
examination of a large number of packages and alter- 
natives. These must be developed with examples, tables 
and explanations by the miceunae Division. 

Regardless of whether there are any major tax 
changes every year's Budget Speech announces a number 
of technical tax changes. Although the consideration 
of tax changes is a continuous process throughout the 
year it has long been the almost invariable custom to 
introduce amendments to the taxing statutes only in 
connection with a budget presentation. Month by month 
throughout the year the Minister of Finance receives 
a great many requests for changes in the tax laws. 

Many of these requests deal with technical matters, 
others concern situations which taxpayers think unfair 
or they concern particular commodities or industries 
for which the applicant would like to see more 
favourable tax treatment. In addition to representa-~ 
tions from taxpayers the officials who administer the 
taxing statutes and officials of other divisions of 

the Department of Finance conduct studies of various 
sections of the tax laws or tax structure and produce 
recommendations designed to encourage economic develop- 
ment, to provide greater equity, to ease administration 
or to plug loopholes. All of these representations and 
recommendations are examined by officials of the 
Taxation Division; many of them are examined carefully 
at meetings with officials of other Departments 
concerned; many become the subject of special memoranda 


to the Minister throughout the year. Finally all 
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1| recommendations are examined by officials of the 
Taxation Division; many of them are examined carefully 

I at meetings with officials of other Departments 

4 concerned; many become the subject of special memoranda 

5 to the Minister throughout the year. Finally all 

6 requests and proposals for tax changes are summarized 

7 and brought together in a budget meeting agenda book 


“for consideration by the Minister of Finance and the 


8 

9 Minister of National Revenue and their senior advisers 
10 at a series of pre-budget meetings. At these meetings 
11 the Minister of Finance makes decisions concerning 


, each item and those requiring action are recorded for 
inelusion in the budget resolutions and the bills 


to amend the taxing statutes. 
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CASH MANAGEMENT IN THE FEDERAL GOVERNMENT - 
PRACTICES, PROCEDURES, AND RELATIONS WITH 
THE BANKS 

The Financial Administration Act requires that 
all public money be deposited to the credit of the 
Receiver General and that the Minister of Finance 
establish, in the name of the Receiver General, accounts 
with such banks and fiscal agents as he designates 
for the deposit of such money. In practice, the 
Federal Government maintains cash balances in the name 
of the Receiver General on deposit with the Bank of 
Canada, the chartered banks, two Quebec savings banks, 
and banks in London, New York, Paris and Bonn. By 
statutory definition, the sum total of these deposits 
constitutes the Consolidated Kievennd Fund. 

The Canadian dollar operating account is 
maintained With the Bank of Canada, i.e., daily receipts 
and disbursements are reflected through this account. 
The cash that is not required for daily operations is 
deposited with the chartered banks on the basis of a’ 
percentage allocation established by agreement amongst 
all the banks and comin. bon bed to the Department of 
Finance by the Canadian Bankers' Association. Transfers 
aN a the accounts held with the Bank of Canada and 
‘che chartered banks may be made daily at the request 
of the Bank of Canada either to maintain, when possible, 
r balance with the Bank of Canada within the normal 
range of $30 million to $50 million, or relatively 


infrequently to produce a balance outside this range 
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consistent with the central bank's current monetary 
objectives. (Deposits with the chartered banks form a 
part of the bank's total deposit liabilities against 
which certain minimum cash reserves must be maintained 
by the banks.) The balances in sterling are usually 
maintained at a level of about 32 million, in U.S. 
dollars at about $20 million and French francs and 
German deutschemarks at somewhat lower levels related 
to current requirements. If these balances require 
replenishing, purchases of the various currencies are 
made from the Bank of Canada with cash in the Canadian 
dollar account maintained with the Bank of Canada. 

Daily, Canadian dollar receipts, whether in 
the form of cash receipts or cheques to be cleared, 
are deposited to the onedit of the Receiver General 
account with the Bank of Canada by the agencies of 
the Bank throughout Canada through which such monies 
are received. Similarly, each day, the value of 
government cheques cashed by the chartered banks and 
presented for payment to the various Bank of Canada 
agencies are charged to the same Receiver General account. 
In the latter case, redemption of the cheques presented 
to the Bank is effected by payment to the Bank of 
Canada by a cheque drawn on the Receiver General account 
and signed on behalf of the Minister of Finance. 

As indicated, moneys not required for daily 
operations are on deposit with all the chartered banks. 
The allocation amongst the banks is in accordance with 
a percentage formula determined by the banks and 


communicated to the Minister of Finance by the Canadian 
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Bankers! Association from time to time. The current 


allocation is: 


Montreal 21.73 per cent 
Royal rea oi 
Imperial-Commerce 25.03 
Nova Scotia 10 .80 
Nationale 6.96 
Toronto-Dominion 9.92 
Provinciale 5492 
Mercantile 0.09 


100.00 per cent 
momgeeomna 
This formula is based primarily on a 
determination of the work done by each spe on all types 
of government business and takes into account, it is 
understood, such factors as government cheques, money 
orders, bond coupons cashed, deposit transfers 
processed, etc. Transfers of moneys to and from the 
Bank of Canada and the chartered banks are allocated 
amongst the latter on the basis of this formula, with 
one exception. 
There is no undertaking or agreement with 
the chartered banks that the Receiver General shall 
maintain a minimum amount of cash on deposit with 
them and there is no firm rule concerning the total 
amount of cash which the Receiver General may or should 
hold. The cash position is affected by a number of 
factors, such as normal and seadousl variations in 


revenues and expenditures, the timing of debt management 
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op rations, and iluctuations in the size of the Exchange 
Fond. However, experience has shown that if total cash 
/balances fall much below the average weekly cash 
requirements for any significant length of time, 
difficulties may arise. 

For many years prior to November 1, 1962 by 
agreement with the Canadian Bankers' Association, the 
proceeds of government or government-guaranteed bond 
issues were deposited in the banks through which they 
were received and the differences between actual 
‘balances and formula percentage balances resulting from 
these redeposits were progressively adjusted on the list 
and 15th day of each month after the issue date of the 
securities. On the first adjustment day, one-fifth of 
the difference was adjusted; on the second adjustment 
day, one-quarter; on the third adjustment day, 
one-third; on the fourth adjustment day, one-half; 
and on the fifth adjustment day, the balance. 
Commencing November 1, 1962, at the request of the 
Canadian Bankers' Association, the redeposit feature 
became applicable only to Canada Savings Bond 
proceeds. 

It should perhaps be noted that a redeposit 
Genicssiaia al of sales of all issues of bonds is made to 
the two Quebec savings banks which are not party to 
the agreements entered into with the Canadian Bankers! 
Association. These redeposits are progressively 
reduced over two and one-half months on the same basis 
as the redeposits of Canada Savings Bond proceeds in 


the chartered banks. 
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By arrangement with the chartered banks they 
allow interest on minimum monthly Receiver General 
balances deposited with them which are in excess of an 
aggregate of $100 million. The interest is calculated 
on the basis of the weekly average accepted treasury 
bill tender rate for three months treasury bills less 
10 per cent, such interest being paid quarterly. 

In addition to the foregoing accounts with 
the chartered banks, accounts which concern departmental 
banking, imprest and revenue trust accounts are maintaine 
with the chartered banks as well as accounts in respect 
of the issue of warrants and letters-of-credit. 
Authorized departmental banking and imprest accounts 
may be &stablished for a variety of special purposes 
while revenue trust accounts are established for the 
temporary deposit of public moneys which are eventually 
transferred to the Receiver General account with the 
Bank of Canada in Ottawa. Warrants for unemployment 
insurance benefits and hog premium payments are drawn 
on the Comptroller of the Treasury, and in the former 
case imprest bank accounts are maintained in the name 
of the Comptroller for the clearing and cashing of 
warrants, while in the latter, the banks cashing warrants 
recover directly from the Comptroller. Letter-of-credit 
arrangements are used to authorize the Treasury Officers 
in London, Paris and Bonn to draw moneys on the banks 
with which Receiver General accounts are maintained. 
(Cheques in reimbursement of letter-of-credit and 
direct payments drawn against the particular Receiver 


General accounts are issued in Ottawa.) In addition, 
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a letter-of-credit account is maintained with a bank 
in Ottawa, the foreign correspondents of which provide 
funds for the foreign missions of the Departments of 
External Affairs and Trade and Commerce, 

The designation of the particular banks in 
which the foregoing accounts are kept, or with which 
arrangements are made, is by virtue of the Financial 
Administration Act the prerogative of the Minister of 
Finance. In practice, the designation of depositories 
in respect of government departments requiring banking 
services in Canada is in accordance with an agreement 
between the Minister and the Canadian Bankers! 
Association. This agreement reads, inter alia, as 


follows: 


"In designating the branch of a 
chartered bank to accept government deposits 
and transact government business in a community, 
the Minister would normally designate that bank 
which had the longest established branch in the 


community. 


If the longest established branch is 
more than one-quarter of a mile from the 
government offices for which banking services 
are required, and if there are one or more 
branch banks within that distance, the Minister 
would normally designate the bank with the 


longest established branch within the distance." 


It should be pointed out, however, that the 
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ultimate decision as to what bank would be designated 
must in all cases rest with the Minister of Finance, 
who would retain the right to make designations other 
than on the foregoing basis if in his opinion in the 
interests of safety or efficiency or for other reasons 
it is in the public interest to do so. 

Generally speaking, no bank branches are 
designated in the City of Ottawa, all public moneys 
being deposited in the Receiver General account with 
the Bank of Canada. (The Receiver General accounts 
with the chartered banks are not used for this 
purpose.) One exception concerns income tax cheques 
received by the Department of National Revenue in 
Ottawa, and these are deposited in the banks on which 
they are drawn, the proceeds being then transferred to 
the Receiver General account with the Bank of Canada. 

One further aspect in respect of banking 
services provided to the federal government which 
should be mentioned concerns those provided Crown 
corporations. Pursuant to the Financial Administration 
Act, such. a corporation may, with the approval of the 
Minister of Finance, maintain in its own name one or 
more accounts in the Bank of Canada or in such bank in 
Canada or financial institution outside of Canada as 
the Minister of Finance may approve. 

A simple application of the formula is not © 
possible due to the large number of accounts involved, 
the fact that they are under different corporate 
managements, and the need to ensure that there is some 


continuity over a period of time in each corporation's 
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banking arrangements so that it may receive the best 
service. Consequently, it is not feasible to transfer 
balances from one bank to another to maintain percentage 
allocations strictly in accordance with the formula 
percentages agreed upon in respect of the Receiver 
General balances on deposit. Instead, when new 
corporations are established or new wmining facilities 
are required, the practice has been to designate those 
banks which have less than their share of the total 
Crown corporation deposits in an effort to Spoortben 
the business on a fair and equitable basis. 

No attempt is made to interfere with the daily 
management of the Crown corporations, but their month- 
end bank balances are scrutinized to determine whether 
there are funds on deposit which would appear to be 
in excess of current requirements. If there are funds 
which are surplus to such requirements, it is expected 
that they will be invested in securities of the Govern- 
ment of Canada, or placed in interest-bearing deposits 
in the Consolidated Revenue Fund. In some instances, 
surplus funds may be placed in time deposits with the 
chartered banks where they are readily available for 
the Crown corporation's current needs, if necessary. 
The Financial Administration Act provides that a 
corporation shall if so directed by the Minister of 
Finance with the concurrence of the appropriate 
Minister, and may if the Minister of Finance and the 
appropriate Minister approve, pay all or any part of 
the money of the corporation to the Geka General 


to be placed to the credit of a special account in the 
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Consolidated Revenue Fund in the name of the corporation, 
and the Minister of Finance may pay out, for the 
purposes of the corporation, or repay to the corporation, 
all or any part of the money in the special account. 

The statute also provides that interest may 
be allowed and paid from the Consolidated Revenue Fund 
in respect of money placed to the eredit of such special 
account, in accordance with and at rates fixed by the 
Minister with the approval of the Governor in Council. 

Order in Council P.C. 1959-581 of June 4, 1959, approved 
| that the rate would be one-half of one per cent below 
the average for the month of the weekly average accepted 
tender rates of three months treasury bills, as 
determined and announced by the Bank of Canada. 

The Financial Administration Act also provides 
that if the Minister of Finance and the appropriate 
Minister so direct, with the approval of the Governor 
in Council, the particular corporation shall pay to the 
Receiver General so much of the money administered by 
it as the appropriate Minister and the Minister of 
Finance consider to be in excess of the amount 
required for the purposes of the corporation, and any 
money so paid may be applied towards the discharge of 
any obligation of the corporation to Her Majesty, or 
may be applied as revenues of Canada. In practice, 


this latter provision has rarely been used. 
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IV 
LOANS BY THE CHARTERED BANKS GUARANTEED BY THE GOVERNMENT 


Introduction 
There are a ccnsiderable number and variety of 

government-guaranteed loans. These are all covered in 
this section but the major emphasis is put on: 

(1) Farm Improvement Loans Act; 

(2) Fisheries Improvement Loans Act; 

(3) Small Businesses Loans Act; and 

(4) Veterans' Business and professional 


Loans Act. 


The first three Acts listed above were intro- 
duced in view of the difficulties experienced by farmers, 
fishermen and proprietors of small businesses in 
obtaining medium-term credit on Senecabide terms and 
conditions for the purpose of financing capital improve- 
ments. In effect, these loan schemes serve to fill a 
gap in existing private financial facilities. Although 
the objectives are the same, there were differences in 
the circumstances which led to the introduction of the 
legislation in each case. 

Agriculture has traditionally been a sector 
of the economy av conditions of production and 
marketing and the problems of capital financing call 
for a relatively large degree of government co-operation 
and assistance. Direct lending to farmers on the basis 
of long term mortgage loans was initiated by 


Parliament passing the Canadian Farm Loan Act in 
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1929. During World War II it became apparent that 


far-reaching technological changes required the 
substantial modernization and improvement of pro- 
ductive facilities if Canadian farmers were to keep 
pace with prospective economic developments. This 
involved providing farmers with Pen to acquire 
medium-term capital financing on reasonable terms 

and Parliament therefore passed the Farm Improvement 
Loans Act in 1944, 

The need to promote increased efficiency in 

the Canadian fishing industry was no less urgent. 
However, the economic state of that industry required 
that initially governmental measures should place the 
main emphasis on research and experimental work. The 
introduction of the Fisheries Improvement Loans Act in 
1955 was largely due to the fact that the government -— 
guaranteed bank loan system had proved so successful 
in the agricultural field. Together with this, there 
was a widespread belief that the opportunities open 

to fishermen for obtaining credit through the existing 
institutional channels were less than for other groups 
in the community. 

The Small Businesses Loans Act, which became 
effective in January 1961, was established in the light 
of economic trends during the post-war period which led 
to significant changes in the competitive position of 
small businessmen, particularly those engaged in the 
distributive trades. Since the war, Canada has become 
a more industrialized and largely urban economy. The 


resultant shifts in population, particularly the move 
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to the suburbs, as well as higher incomes, has had 
significant effects on existing market patterns and 
opened the door to new techniques of merchandising 
appropriate to a mass vp oP pe male ay These develop 
ments have led to the widespread establishment of large 
chain stores and complex shopping centres which have 
placed the small independent retailer at a disadvantage 
partly because of his difficulty in acquiring capital 

to meet this modernized competition. Although the 
evidence is less spectacular in manufacturing, the trend 
ee that sector has also been towards concentration and 
the establishment of Laeecweaie enterprises. The fact 
that the whole economic climate is becoming continuously 
more competitive has contributed to pressure for govern- 
ment assistance to small business. By the late 1950's, 
there was general agreement on the need for measures in 
aid of the small businessman. 

The fourth Act which is reviewed in this 
section, the Veterans' Business and Professional Loans 
Act, was put on the statute books in 1946 and was 
designed to meet the special problems of the re- 
establishment of veterans in civilian life after World 
War II. Subsequently, the benefits under this legis- 
lation were extended to cover veterans of the Korean War 
as well. 

Copies of the current statutes and regulations 
and of the most recent annual reports are being 


supplied to the Commission. 
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FARM IMPROVEMENT LOANS ACT 


Essential Features 
This legislation is designed to make available 
to farmers intermediate-term credit for the improvement 
and development of farms and for the improvement of 
living conditions thereon. 
To this end, the Act authorizes the Minister 
of Finance to guarantee each individual chartered bank 
against loss up to 10 per cent of all farm improvement loans 
which it makes. The Government's total contingent liability 
is limited by the establishment of a maximum on the total 
amount of guaranteed farm improvement loans which may 
be made by all banks during a specified lending period. 
This maximum is now set at the level of $400 million for 
a lending period of three years. 
The main purposes for which farm improvement 
loans may be made are: 
- the purchase of agricultural implements; 
- the construction, repair or alteration of 
farm buildings; 
~ the acquisition of livestock; 
~ general works for the improvement and 
development of farms such as the repair, 
alteration or improvement of fencing or 


works for drainage. 


The principal terms under which loans may 
be obtained are as follows: 
- the maximum amount which may be borrowed by an 


individual farmer is $7,500; 
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- the maximum period for which loans may be made 
is 10 years: subject to this and the specific 
provisions applicable to agricultural implements, 
the term for repayientcand tie amount: and 
frequency of instalment payments conform to the 
borrower's probable ability to pay, having regard 
to the type of farming eaunied on by him and the 
relevant marketing and other practices and 
conditions and ‘eimesin special circumstances; 

-~ the maximum rate of interest is 5 per cent per 
annum; 

- the borrower is required to put up a minimum portion 
of the cost of the loan project and this down- 
payment varies with the loan project, as outlined 
in some detail below; 

- security, including mortgage security, is required 
and the type of security which is prescribed 
varies with the loan project, as outlined in 


some detail below. 


The following comparison of terms and con- 
ditions applicable to loans for the purchase of agricul- 
tural implements with those applicable to fencing or 
drainage loans will serve to indicate how the terms 


and conditions vary depending on the purpose of the loan. 
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Implements 

(1) Eligibility - owner or tenant 
of farm 

(2) Amount - 66 2/3 per cent 


of cash price 
(new implements) 


- 60 per cent of 
cash price 
(used implements) 


- 80 per cent of cash 
price for a specific 
group of implements 
C.sBe 
ing machines 


(3) Security - under Section 88 of (i) 


the Bank Act on 
implements purchased 


(11) 


Fencing or Drainage 


owner only 


75 per cent of esti- 
mated cost of 
project 


churns and wash- 


A58 


under Section 88 o 
the Bank Act on al 
agricultural imple 
ments of the borro 


if loan exceeds 
$2,000 and repayme 
period exceeds 5 
years, security b 
way of mortgage or 
hypothee on farm o 
by an assignment o 
the rights and 

interest of a pur- 
chaser of the fa 
under an agreement 
of sale 


(4) Repayment - (1) maximum period maximum period 10 years 


es years for 
motor truck or 
vehicle of sta- 
tion wagon type 
(ii) maximum period 
4 years for other 
farm implements 


(5) Minimum Frequency 
of Instalments - ranges from 
monthly to 
annually depend- 
ing on type of 


implement 


annually 
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Brief Historical Review 


The Farm Improvement Loans scheme became 
operative in 1945 and the legislation was initially 
made effective for a period of three years. Subsequently 
it was extended through the addition of new lending 
periods. The first extension was made in 1948 and 
further extensions were made in 1951, 1953, 1956, 

1959 and 1962. 

The maximum on the total principal amount of 
loans eligible for the 10 per cent guarantee was first 
set at $250 million. In 1953, this was increased to 
$300 million and in 1961 to $400 million. Originally, 
the maximum amount which might be borrowed by an indivi- 
dual farmer was set at $3,000; this amount was increased 
to $4,000 in 1953; to $5,000 in 1956 and to $7,500 in 
1959. The coverage of the Act was extended in 1959 to 
include beekeepers as eligible borrowers. 

From the inception of the Act to the end of 
1961, over 933,000 farm improvement loans were made 
amounting to a total of $1.1 billion. In 1961, more 
than 70,000 loans were made amounting to $108.1 million. 

By far the greatest proportion of loan funds 
was used for the purchase of agricultural implements. Since 
the start of loan operations about $943.6 million or 
84 per cent of the total was lent for this purpose. on 
amounting to $90.6 million or 8 per cent of the total 
were made for the construction, repair or alteration of 
buildings, about $64.0 million or 6 per cent for the 
purchase of livestock and the remainder, about $23.7 


million or 2 per cent of the total, was made for the 
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general improvement of farms. 

The loan amount disbursed’ each year under the 
Act rose from $3.4 million in 1945 to a peak of 
$98.3 million in 1952. The amount of loans made remained 
relatively stable in 1953 but during the succeeding 
five years lending activity was at a lower level with 
loans ranging between $62.1 million in 1954 and $90.5 
million in 1958. In 1959, loans exceeded by a slight 
margin the previous record set in 1952. Since that time 
there has been a steady increase in lending and, as 
indicated above, loans reached a record level of $108.1 
million in 1961. Since the inception of loan operations, 
there was a continuous increase in the size of the 
average loan, rising from $784 in 1945 to $1,531 in 
1961. 

During the period since the inception of the 
Act to the end of 1961, total claims paid by the Govern- 
ment, under the guarantee in respect of losses, amounted 
to $1,356,196, of which $134,120 was subsequently 
recovered. Therefore, net. claims, over the 17 years 
of operation, have amounted to $1,222,076, or about one- 
tenth of one percent of total loans made, of which about 
$194 million are still outstanding. 

Further details of»the lending operations 
under the Act are contained. in tables appended to 
this section. 

This system of guaranteed bank loans has resulted 
in farmers obtaining more credit than would have been 
the case if they had relied on traditional sources for 


financing their intermediate-term capital requirements. 
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Moreover, the cost of borrowing to farmers under this 
guaranteed loan scheme is materially below the charges 
which are usually levied when credit is supplied through 
alternative channels. It is reasonable to assume that 
the rate of interest, at 5 per cent on all loans, is less 
on the average, than that which the banks would have had 
to charge on the basis of the credit rating of individual 
borrowers and in the absence of the government guarantee. 
The prescribed rate of interest has remained constant sin¢e 
the inception of the Statute and consequently, the cost 
of borrowing has not been affected by any of the changes 
in general credit conditions throughout this period. 

The introduction of government-guaranteed loans 
gave farmers more comprehensive access to the banks and 
thus to the largest pool of loan funds in Canada. In 
establishing a viable debtor-creditor relationship betwee 
farmers and the banks for credit beyond short-term 
requirements, the Act was effective in breaking down 
institutional barriers which had existed previously. 

While the initial effects of the legislation 
are fairly clear cut, it is more difficult to establish 
with any degree of certainty which factors were responsible 
for the pronounced growth in lending operations since 
this legislation came into effect. Clearly however, ther 
was a need for more medium-term farm credit, and the 
terms and conditions of lending established under the 
legislation have been on the whole satisfactory both 
from the standpoint of the farmers and the lending 
institutions. Moreover, there have been almost no 


losses incurred by the lenders and this experience 
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has encouraged increased lending activity. The success- 
ful operation of the Act has been part of the pattern of 
government policy to support the level of production 


and income in the agricultural sector. 


Administration 

Considerable experience has been gained in the 
operations of the Farm Improvement Loans Act over the 
17 years since its inception. The procedures which have 
been worked pat for administering this legislation, have 
set the general pattern for the administration of the 
other schemes under review. 

Subject to the requirements of the Act and 
the Regulations, the responsibility for making farm 
improvement loans rests with the chartered banks. In the 
operation of this loan scheme, the banks are required by 
the terms of the legislation to scrutinize the applications 
for loans with the same care which they exercise in the 
conduct of their ordinary business and, in the further 
processing of loans, the banks must follow reporting 
procedures designed to fad iicace government adminis- 
tration. A registry for the purpose of recording loans 
made under the Act is maintained by the Guaranteed loans 
Division of the Department of vinkose which administers 
all matters in connection with the Act and Regulations. 

Loan Disbursements - There is a statutory 
requirement that every bank submit a report aye Ayame 
to the Minister showing particulars of loans made in 
the previous month including the amount lent, the purpose 
of the loan and the terms of repayment. 


Loans in Default - The legislation requires 
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culars of all loans in default. Depending on the 
circumstances, action may be taken to effect collection 
of loans in default or a bank may revise the loan agree- 
ment with the borrower. If such a revision does not 
involve an extension in the terms of repayment beyond 
the maximum terms provided in the legislation, the bank 
may revise the bleu of the agreement with the borrower 
without the prior approval of the Minister; a report of 
ali such revisions must, however, be sent to the Minister 
On the other hand, any extension beyond the maximum 
terms provided in the legislation must receive the prior 
approval of the Minister if the loan is to continue to 
receive the government guarantee. 

Claims under the Government Guarantee - When 
it appears that further efforts to effect repayment of 
a loan will be of no avail, the bank may file a claim for 
loss which is processed by the Guaranteed Loans Division. 
After a claim has been paid, all the rights of the bank, 
for example in respect of judgments or security that has 
been taken, are subrogated to the Crown. 

A close working relationship has been 
developed between the banks and the Guaranteed Loans 
Division of the Department of Finance for the solution 
of the practical problems that arise in the operations 
under the legislation. The Canadian Bankers! Association 
plays a central role in the process of consultation and 
the exchange of information between the banks and the 


Department on matters of mutual concern, 
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FISHERIES IMPROVEMENT LOANS ACT 


Essential Features 

This legislation provides term credit to 
fishermen for the financing of a broad range of invest- 
ment projects. 

The Act authorizes the Minister of Finance to 
guarantee individual lending institutions against losses 
up to 15 per cent of fisheries improvement loans aggre- 
gating $500,000. A guarantee of 10 per cent applies to 
the aggregate of loans in excess of $500,000. The term 
"lending institutions" is defined to include both banks 
and credit unions and other co-operative credit sanietings 
designated by the Minister. An overall limit of $10 
million is established on the total guaranteed fisheries 
improvement loans which may be made by all banks, and an 
equal limit is established for all other lending 
institutions. 

When the legislation was passed by Parliament 
in 1955, there was considerable discussion about the 
desirability of including credit unions within the 
categary of lending institutions authorized to make 
fisheries improvement loans. The main arguments in 
favour of their inclusion were that in some of the more 
isolated fishing areas banking facilities were not as 
widespread as they are on the average across the country 
and that credit unions have traditionally been an 
important source of credit for fishermen. The Minister 
of Fisheries (Mr. Sinclair), in announcing that the 


Government was prepared to authorize credit unions to 
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“make guaranteed fisheries improvement loans, noted 
(Canada, House of Commons Debates, June 6, 1955, pp. 
476-7): "... the credit union movement is even closer 
and more important to the fishermen of this country than 
are the credit unions of the farmers. I say that without 
any sense of disparagement of the latter. The fishermen 
of the Maritimes especially are genuinely attached to 
these institutions which did so much for them in the days 
of the depression." 
The purposes for which fisheries improvement 
loans may be made are: 
(1) the purchase and construction of fishing 
vessels and fishing equipment; 
(2) the major repair or major overhaul of a 
fishing vessel or its hull, superstructure 
or engine; 
(3) the purchase and construction of a shore 
installation; 
(4) the purchase, construction, repair or 
alteration or extension of any building 
used or to be used in carrying ona 
primary fishing enterprise; 
(5) any preseribed development or improvement 
of a primary fishing enterprise, e.g., the 
sinking, construction, installation, repair, 
alteration or improvement of any type of 


water supply system. 


The principal terms, pursuant to the Act and 


the Regulations, under which loans may be obtained, are: 
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- the maximum amount of an individual loan is 
$4,000; 

- the maximum term is eight years: subject to this 
and other specific provisions of the act and 
Regulations, the term and the amount and frequency 
of instalment payments conform to the probable 
ability of the borrower to pay, having regard to 
the type of fishing carried on by him and to 
relevant marketing and other practices and 
conditions and to any special circumstances; 

- the maximum rate of interest is 5 per cent per 
annum; 

~ the lender must take security for the loan and 
depending on the purpose of the loan, security 
must be taken: 


- on motor trucks or snowmobiles, or 


on fishing vessels, or 


in the form of a promissory note endorsed 


by one or more persons, or 


by way of an effective assignment of 


moneys due to the borrower. 


Brief Historical Review 

This legislation was ap by Parliament in 
1955 and was made effective for a period of three years. 
It replaced the Canadian Fisherman's Loan Act of 1935 
which was s direct lending statute administered by the 
Canadian Farm Loan Board. In 1959 an amendment was 
passed which extended the period during which guaranteed 


loans might be made from December 12, 1958, to June 
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30, 1962. Also in 1959, the Act was amended to extend 


the definition of a fisherman to inelude a person who 
intends to acquire an interest in a fishing vessel, as 
well as a person who already has an interest in one. In 
1962, the Act was again amended by establishing a new 
lending period to run from July 1, 1962, to June 30, 1969. 

In recent years a fairly stable although modes 
amount of lending has taken place under this legislation 
From the inception of the Act in 1955 to March 31, 1962, 
1,033 loans amounting to $1,333,683 have been made. Of 
this total $847,627 has been repaid and currently an 
amount of $486,056 is outstanding. The average size of 
loans was about $1,300. (Under the Canadian Fisherman's 
Loan Act of 1935, 79 loans totalling $40,270 were made 
in the course of 20 years.) 

Since the start of loan operations to March 
31, 1962, loans for the purchase, construction or repair 
of vessels amounted to $1,016,200 or 76 per cent of 
total loan disbursements; loans for the purchase and 
repair of fishing equipment amounted to $298,591 or 
ee per cent and loans for the purchase, construction, 
od tecaaden or repair of buildings and shore installation 
amounted to $18,882 or 14 per cent of all loans made. 
Since 1955 when the Act went into effect, the Government 
under the guarantee in respect of losses, paid three 
claims amounting to a total of $616. This represents 
less than 0.05 per cent of total loans made over the 
period, of which $486,056 are still outstanding. 

Further details of lending operations under 


the Act are contained in an appendix to this section. 
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Since the start of loan operations to March 
31, 1962, loans for the purchase, construction or repair 
of vessels amounted to $1,016,200 or 76 per cent of 
total loan disbursements; loans ce the purchase and 
repair of fishing equipment amounted to $298,591 or 
22 per cent and loans for the purchase, construction, 
alteration or repair of buildings and shore installations 
amounted to $18,882 or 13 per cent of all loans made. 
Since 1955 when the Act went into effect, the Government, 
under the guarantee in respect of losses, paid three 
claims amounting to a total of $616. This represents 
less than 0.05 per cent of total loans made over the 
period, of which $486,056 are still outstanding. 

Further details of lending operations under 
the Act are contained in an appendix to this section. 

The impact of loan operations on the fishing 
industry has not been large. The modest level of activit 
under the Fisheries Improvement Loans Act is the result 
of a combination of factors. Economic conditions pre- 
vailing in large segments of the fishing industry make 
it difficult or unattractive for individual fishermen 
“i borrow from financial institutions. As a result, 
there is still a good deal of reliance on other credit 
sources, such as fish processors and merchants, who lend 
on the basis of commercial considerations as distinct 
from the financial institutions which apply different and 
rather more rigorous criteria. In other sectors of the 
fishing industry where conditions are more conducive to 
the infusion of capital because it will result in increased 


productivity and higher incomes - the efforts of 
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provincial and federal governments, by way of direct 
loans and grants, are quite Sidi sbiende cle and in some 
areas at least provide all the capital that can be 
used profitably. Thus, the opportunity for making 
Nene of the guaranteed-loan scheme has so far been 


rather limited. 


Administration 

With only minor exceptions the administration 
of the Fisheries Improvement Loans Act follows the 
pattern of administration of the Farm Improvement 


Loans Act. 
SMALL BUSINESSES LOANS ACT 


Essential Features 

This legislation provides proprietors of small 
businesses with term credit for financing capital improve 
ments to existing enterprises. The Act was passed by 
Parliament in December, 1960, and came into operation in 
January, 1961. 

The Act authorizes the Minister of Finance to 
guarantee each individual bank against losses of up to 
10 per cent of the business improvement loans made by 
it. A limit of $300 million is established on the 


aggregate principal amount of guaranteed loans made by 
all banks in the period from the inception of the Act to 
December 31, 19€3. 

Enterprises which are eligible to receive 


business inprovement loans are those carried on for gain 
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or profit which are engaged in manufacturing, wholesale 
trade, retail trade and service businesses. A small 
business within these categories is defined as one whose 
annual gross revenue does not exceed $250,000. 
The purposes for which loans may be made are: 
- the purchase, installation, renovation, improvemen 
or modernization of equipment of a kind usually 


affixed to real or immovable property; 


- the purchase, renovation, improvement or moderni- 
zation of equipment of a kind not usually affixed 


to real or immovable property; 


- the renovation, improvement or modernization of 


premises or the alteration or extension of premises; 


~ the construction or purchase of alternative premisé¢s 
where the premises in which the business enterpris 
was or is being carried on are not or will cease 
to be available for that purpose, or where, in the 
opinion of a responsible officer of the bank, failtre 
to relocate the business enterprise in alternative 
premises will impede the efficient carrying on of 
the enterprise ov the reasonable expansion thereof 
The principal terms, edt er to the Act and th 
Regulations, under which business improvement loans may 


be made are: 


~ the maximum amount which an individual may borrow 


is $25,000; 


- the maximum period for which a loan may be made 
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is ten years: subject to this requirement, the 
term for repayment and the amount and frequency of 
the instalment payments conform to the borrower's 
probable ability to pay, having regard to the kind 
of business enterprise carried on by him and the 
relevant business practices and conditions and to 


any special circumstances; 


-~ the maximum rate of interest is 5% per cent per 


annum; 
- security must be taken when the loan is made: 
(a) on equipment, or 


(b) on any real or immovable property, 
in respect of which the proceeds of the loan are} 
to be expended, except honk neta’ in the opinior 
of a responsible officer of the bank, other 
security is required or advisable, in place of o 
in addition to the security described in paragralph 
(a) or (b), the bank shall, at the time of mak 
the loan, take as security for the repayment 

thereof such other security as the responsible 
officer of the bank considers appropriate in th 
circumstances, having regard to the net worth o 
the borrower and the kind of business enterpris 


carried on by the borrower. 


- the borrower must put up a portion of the cost o 
the project as follows: 


(a) 20 per cent of the cost of fixed or movabl 
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equipment; 

(b) 10 per cent of the cost of an improvement of 
premises; 

(c) 10 per cent of the cost of the construction 


or purchase of alternative premises. 


Brief Historical Review 

This scheme came into effect on January 19, 
1961. In reviewing the first year's experience with 
the legislation the Minister of Finance (Mr. Fleming) 
commented as follows (Canada, House of Commons Debates, 
February 15, 1962 pp. 915-6): "Phere is, in fact, 
tangible evidence of the sizeable assistance obtained by 
small business enterprises in all the provinces.... 

"From the inception of the Act in January, 1961, 
to the end of last December, 2,977 loans amounting to 
over $25.5 million were made to small business enterprisas. 
Out of total loan disbursements, service businesses 
accounted for about one-half, retail establishments for 
about one-quarter, manufacturers for about one-fifth and 
the remainder of the loans went to wholesalers. The 
average size of individual loans was around $8,600.... 

"In introducing the small businesses loans 
legislation at the last session of parliament, I referre 
to the important role played by small business within th 
framework of the Canadian economy and I expressed the 
hope that the act would be instrumental in furthering 
the efficiency and competitive strength of small 
business enterprises. As indicated, there is every 
reason to believe that the new credit facilities can 


make a significant contribution towards achieving this 
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objective." 


Further details of lending operations under 
the Act for 1961 are contained in an appendix to this 


report. 


Administration 
The general pattern of administration under the 
Act and the Regulations is similar to that of the other 


loan schemes under review. 
THE VETERANS! BUSINESS AND PROFESSIONAL LOANS ACT 


Essential Features 

This legislation was designed to assist veterans 
to establish themselves in civilian life by providing the 
with funds to start a new business (including the business 
of a profession) or to enlarge the scope of a business i 
which. they were already engaged. 

The Act authorizes the Minister of Finance to 
guarantee an individual chartered bank against losses up 
to 


- 25 per cent of the first $1 million of loans made,| an 


- 15 per cent of the aggregate of loans in excess 


of $1 million. 


This. guarantee applies to a maximum of $25 
million of loans made by all banks. 

The main purposes for which loans may 
be made are: 


- purchase of a business; 


~ purchase of an interest in an existing partner- 
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ship or the advance of capital for a new 


partnership; 


- purchase or repair of machinery, tools, 
instruments or other equipment for use in a 


business; 


- construction, repair or alteration or extension 
of buildings and the purchase of land for any of 


these purposes; and 


- other business activities prescribed in the 
Regulations, such as the purchase of a motorized 


unit for use in a business. 


The principal loan terms, pursuant to the Act 


and the Regulations, are: 


~ a veteran may borrow up to two-thirds of the total 
expenditure of an approved project up to a maximum 


of $3,000; 
- the maximum rate of interest is 5 per cent; 


- the maximum period of repayment is 10 years: 
subject to this the term and amount and erect ie 
of instalment payments, conform with the borrower'} 
probable ability to pay, having regard to the 
type of business carried on or pon be carried on 


by him and to any special circumstances; 


- security is required on loans over $1,000 and 


varies with the purpose of the loan. 
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Brief Historical Review 


The legislation was enacted in 1946 and came 
into force on January 15, 1947, effective for a five- 
year period beginning on that date. In 1951, the Act 
was amended to provide that guaranteed loans might be 
made up to December 31, 1954 or to a date within ten 
years of the veteran's discharge whichever date should 
be later. In this connection, it might be noted that 
Order in Council P.C. 2372 of June 17, 1947, provided 
that veterans of World War II not previously discharged 
were deemed to have ended active service on September 
30, 1947. Therefore, the period of eligibility of these 
veterans ended on September 30, 1957. 

Under the provisions of the Veterans! Benefits 
Act of 1951, Korean veterans became eligible for the 
benefits under the Veterans' Business and Professional 
Loans Act. A group of these veterans remain who are 
entitled to the benefits of the Act, and who, depending 
on the date they left the theatre of operations, (as 
defined by Order in Council P.C. 1495 of 1953) may remain 
eligible until October 31, 1963. 

From the inception of the Act to March 31, 
1962, over 6,500 loans were made amounting to approxi- 
mately $12.6 million. Roughly five-sixths of total 
loans were made in the period to the end of 1951 and 
currently an amount of $115,562 is outstanding. The 
average size of loans was about $1,900. 

Since the start of operations, loans for the 
purchase of a business or partnership or for the purpose 


of expanding the capital of a partnership amounted to 
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$7.1 million or 56 per cent of total loan disbursements; 
loans for the purchase and repair of machinery or other 
equipment amounted to $2.6 million or 21 per cent of 

the total; loans for the construction, repair or alter- 
ation of buildings amounted to $1.5 million or 12 per 

cent and loans for the purchase of motorized units amounted 
to $1.4 million or 11 per cent of all loans made. 

During the period since inception of the Act, 
total claims paid by the Government, under the guarantee 
in respect of losses, amounted to $272,109 of which 
$33,231 was subsequently recovered. Therefore, net 
claims over the 15 years of operation amounted to 
$238,878 and accounted for 1.9 per cent of total loans 
made. 

Further details of the lending operations under 


the Act are contained in an appendix to this report. 


Administration 

The general pattern of administration of this 
scheme is similar to that of the other schemes under 
‘review. One special provision which might be noted 
is that the Minister of Veterans Affairs or his 
authorized representative is required to establish that 
the applicant for a loan is a veteran. 


OTHER GOVERNMENT-GUARANTEED LOANS LEGISLATION 
ADMINISTERED BY THE DEPARTMENT OF FINANCE 


(1) Prairie Grain Producers Interim 


Financing Act 1955 
This legislation was designed to help Prairie 


grain producers overcome temporary financial difficulties 
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arising from inability to deliver their grain because 

of elevator congestion. To this end, the Act authorized 
the Minister of Finance to guarantee each bank against 
losses up to 15 per cent of the first $100,000 of loans 
made and up to 10 per cent of the aggregate of loans made 
in excess of $100,000. This guarantee was limited to a 
maximum of $50 million of loans made by all banks. Under 
this legislation, a maximum of $1,500 could be lent to 
each individual borrower on the anwaetey. of grain, at 

5 per cent per annum simple interest, to be repaid by 
assignment to the bank of one half of the proceeds from 
the sale of grain. 

The government guarantee applied initially to 
loans made during the period from November 1, 1955, to 
June 1, 1956. dovactueh. iy, the guarantee was extended 
to cover loans made during the period October 1, 1956 to 
June 1, 1957. In 1957, the Act was amended,increasing 
the maximum amount of individual loans to $3,000 and 
establishing a further lending period from September 1, 


1957 to June 1, 1958. 
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The following loans were made pursuant to 
this legislation: 
Period Number of Loans Amount 


November 15, 1955 - Junel, 


1956 10,326 $ 7,893 ,83 
October 1, 1956 - June l, 
1957 arbi 3,957591 
September 1, 1957 - June l, 
1958 6,797 
Total EDS Wz 


Loans outstanding as of March 31, 1962 
amounted to $14,214. To date 42 claims to an amount 
of $25,815 were paid, or one-eighth of one per cent 


of the total loans made. 


(2) Prairie Grain Loans Act, 1.960 


This legislation was designed to help 


Prairie grain producers overcome temporary financial 
difficulties arising from inability to thresh their 
grain because of adverse weather conditions during 
harvest time. To this end, the Act authorized the 
Minister of Finance to guarantee each bank against 
losses’ up to 25 per cent of the first $150,000 of 
loans made and up to 20 per cent of the aggregate of 
loans made in excess of $150,000. This guarantee 
applied to a maximum of $50 million of loans made by 
all banks. Crops with respect to which guaranteed 
loans were authorized included wheat, oats, barley, 
rye, flaxseed and rapeseed. Under this legislation, 
up to $1,500 could be lent to each individual 
borrower, at 53 per cent simple interest, to be 


repaid by assignment to the bank of one half of the 
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proceeds from the sale of grain. Security could be 
taken either on threshed or unthreshed grain. 

The government guarantee was in force between 
August 1, 1959 and June 1, 1960. During this period, 


64 loans amounting to $44,210 were made. To date, 


one claim for $153 was paid. 


OTHER GUARANTEE PROVISIONS NOT ADMINISTERED BY THE 


DEPARTMENT OF FINANCE 


1. Deposits maintained by banks in the Bank of Canada. 

2. Loans made by approved lending institutions under 
the National Housing Acts prior to the 1954 Act. 

3. Loans made by lenders under Part IV of the 
National Housing Act, 1954, for home extensions 
and improvements. 

4, Insured loans made by approved lenders under the 
National Housing Act, 1954. 

5. Guarantees to owners of retuns from moderate- 
rental housing projects. 

6. Guarantees under the Export-Credits Insurance Act, 
Fart. %. 

{.- Loans made by the chartered banks tc the Canadian 
Wheat Board. 

8. Loans under The Prairie Grain Advance Payments 
Act}3°°1957. 

9. Loans under The Prairie Grain Provisional 


Payments Act, 1960 (terminated on May 1, 1960). 
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FARM IMPROVEMENT LOANS 


TABLE I 
March 1, 1945 - Dec. 31, 1961 
Amount 
Number (in dollars) 
Total Loans 933,474  —§1,121,929,527 
Total Repayments 928,088,914 
Balance outstanding as of Dec.31, 
1961 193,840,613 
Total Claims paid 1,984 1,356,196 
Recoveries 134,120 
Net Claims 1,222,076 
Average size of Loans 1,202 
TABIE II 
REPAYMENT OF LOANS BY LENDING PERIODS 
Per Cent 
Repaid of 
Amount 
Amount Borrowed Amount Repaid Borrowed 
PERIOD 1 
March 1, 1945 to 
February 28, 1948 * 33,605,576 $ 33,605,127 99.99 
PERIOD 2 
March 1, 1948 to 
February 28, 1951 142 ,372,77k 142, 312,993 99.95 
PERIOD 3 
March 1, 1951 to 
March 31, 1953 190,449, 006 190,142,111 99.83 
PERIOD 
April 1, 1953 to 
March 31, 1956 222,723,434 221, 387,295 99.40 
PERIOD 5 
April 1, 1956 to March 
31, 1959 239,064,072 225,161,686 94.18 
PERIOD 6 


April 1, 1959 to June 


30, 1962 293,714, 665 115,479,701 39.3 


(to December 31, 1961) 


Totals 1,121,929, 52 928, 088 ,91 82, 
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FARM IMPROVEMENT LOANS 


TABLE III 


Loans made 1945 - 1961 


Calendar 

Years No. 
MS a octet avi tock it Lan) 
19L6) puts becouse 2 OY 4 13,030 
TORT 2B. shin SPM PES 22,046 
PR ee 5c Rha to's Gans <s 30,431 
SELES AO MAS lee I io ie. rae 44,775 
PEO es ane AEB dn, es bev sek > 58,969 
OS 1. ARUN 6 3a sephetees tun’ fede 75,063 
5S ais Moat SS 0 teins tne be 83, 315 
Te ale aed din area Gh & 8 Abs 83,962 
OLS ES ea RE aR” CALA a ee 58,572 
MO DEr ele lk wikcig foes usual alls 60 , 755 
1956 Vo. be ccna ne 60,180 
1057 oy was 10 ete 57,988 
UDG (4 e's PRM aie aes es 70,278 
So ea oe ee «eee er 71 4143 
DIO ets comes ars 68,041 
BOGAN rae are wees 70,615 

TOUE 6 eh 6.5 6 oe 933,474 $1, 


X10 months. only. 


3,381,742 

9,880 , 566 
18,160,821 
£9,352 ,132 
45,879,080 
63,421, 363 
85, 326,227 
98,259,150 
97,892,760 
62,073,806 
69,105,521 
70, 829 5312 
69,427,874 
90 5539, 7h4 
98,427,519 
101,855,746 
108,147,165 


121,929,527 
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FISHERIES IMPROVEMENT LOANS 


TABLE I 


Total Loans since Inception 
(July 11, 1955 to March 31, 1962) 


Number 
Total Loans 1,033 
Total Repayments 
Balance outstanding 
Total Claims paid 3 
Recoveries - 
Average size of Loans 
TABLE II 
Fiscal Year ending 
Mio)! bd ne eed ee Number 
1956 102 
2951 203 
1958 136 
1959 144 
1960 127 
1961 1hk2 
1962 179 


Since Inception 1,033 


Amount 
(in dollars) 
1,333,683 


__ 847, 627 
486,056 


616 
Nil 


1,291 


Amount 


jn dollars 


99,010 
236 , 186 
149,960 
177, 040 
170 , 382 
217,296 
283,809 


1,333,682 
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SMALL: BUSINESS LOANS 
(Jan. 19, 1961 to Dec. 31, 1961) 


TABLE I 
Number Amount 
Total loans 2,977 $25 ,582 ,269 
Total repayments $ 1,935,184 
Balance outstanding $23 ,647 , 085 
(as of Dec. 31, 1961) 
Average size of Loans during Period 8,593 
TABLE IZ 


Total Number _and Amount of Loans during Period:- 


(a) Category of business Number Per Cent Amount Per Cent 
$ million 
Manufacturers 585 ION. 5.2 20.4 
Wholesalers 114 3.8 8 S51 
Retailers 965 32.4 67 26 .3 
Service Business | Io, 23 4M. 12.8 50.2 
Tote 1 2,977 100.9 25.5 109.9 


(b) Purpose of loan 


Equipment 
Movable 643 21.6 Boa: 12.2 
Fixed 639 Pe aS 4.9 19.2 
Sub-total 1,282 43.1 810 31.4 
Construction 1,695 56.9 17.5 68.6 
Total 2,977 100.0 25.5 100.0 

(c) Province 

British Columbia 391 BO Bee i 20m 12.9 
Alberta 272 9.1 Bou. Be 
Saskatchewan 217 fe Lid 5.9 
Manitoba 162 5.4 le 4.7 
Ontario 995 33.4 Gad 31.8 
Quebec 704 ese 7.4 29.0 
New Brunswick 83 2.8 Oey 2.8 
Nova Scotia 98 3.3 0.8 ae 
Prince Edward Island ai: Lea 0.2 8 
Newfoundland 24 0.8 0.2 < 
Total 2,977 100.0 25.5 100.0 


“oh 


DW O- eh Wn mon 


eds, 982,298 
NBL. Zee ¢ 


€ea,8 


aT) 
Sf 


aor’ ioe he ee) 


2 


| 


yye.§ 


oD 


* 


Crm O-1 eM eh hs 
on 
’ 


+ 


Baremvamnmn- 


| 


3 


todmul 


ase 
ALL 
cae 
Efe. Lf 


RATA AS 


Tye,.s 


Yer aR rE 


i no er 
Ox ae I 
¢ OFF 2-3 


) “eénomysqon {stot 


_gatbretasuo sonst sd 
(128, f€ .0e to as) 


bot re] ipeintal ansal to pate SRBTSvA | 


eegonteud io yrozesso 


ero wto stuns 
ered seslodw 


aasntav sotvrse 


gsof to eaogind (d 
naottoaurtenod 


6idmulod datttad 


1Bbwedos eAaee 


Aotweruwg wey 
_ 8£t00e svol 
byswh sontrsd 
bast brivet wet 


’ Wea 


AEST p- 


SMALL BUSINESS LOANS (Cont'd) 


TABLE III 


Loans to Service Business from Inception to Dec. 31, 1961 


Number 
Provision of food & lodgings 787 
Care of person & personal effects 158 
Services to other service business 41 
Amusement & recreation 78 
Miscellaneous 2h9 
Total l, 313 


TABLE IV 


Loans to Retailers from Inception to Dec. 31, 1961 


Number 
Stores 

Grocery 2h1 
Clothing 98 
Hardware 63 
Equipment - 59 
Department 105 
Furniture 45 
Electrical 47 
Drug 86 
Miscellaneous 227 


Total 965 


Per 
cent 
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Per per 
cent Amount cent 
$ million 
59.9 8.6 67.3 
12.0 Wa 1O0N2 
isi: $3 Zed 
6.0 9 6.9 
19.0 1.7 He 
100.0 12.8 100.0 


Per 
Amount cent 
million 

a7 26.1 
0.8 via lees) 
0.4 6.4 
O83 4.2 
0.7 9.9 
0.4 6.4 
0.2 339 
0.7 9.9 
l. 21.6 
6.7 100.0 


TOT 
#89 


ae 
ot 4 
aie 
a Bee 
od 
We 
e.e 
ee 


kn 


Ss, 2 @ 


ie) 


@ 


tusomt stneo redaurt m1 : 
notiiim ¢ } 
> os » ‘VA - 
3.8 e.ee fer eee ae a bikers: to par eto 
€.L OSL  82f avostte [sncereg & moateq Yo ara 
ge BaP 2 Ls eeeitaud eotvree red¢o o¢ seotvree 
e. 0.8 sy soldseroer SB toemeaums 
Teh Qe8h QBS oo oynny Lo spun) pn eawoematt conte 
Bos O.00f €L6.5 ; segue ty, &StoT = fer 
VI SIGAT . 
Te 3 
Tau OMA toes tedui » en 
aoliiim @ oe : : 4 
Berets 
War gee! ire |... WreooTd 
8.0 LOL . Be gnidteLld 
hed Coe ee ; "Os etswhrs 
€.0 eee ee ) eS oovtoremert up ® 
v0 P.0L #of ; _ themttsqed 
#60 Ye By eet  etud toms 
$.0 © 44 VA {solttoela 
hw’) @.8 a8 ‘ uA! gaurd 
oul Ceca. VSS evooasl ea tM 
f.a 0.00L ede Leso? - 


i ; 4 e ri q ‘ es 
(B*dn00) PUAGI 2 


> « 
. hy 


II] RIeaT 


worl f asat - 


2990 oc soltgeonl mox? aesntaud sotvrse of easol 


- #£ e9 4 


VETERANS' BUSINESS AND PROFESSIONAL LOANS 


TABIE I 
Loans 


(Jan, 15, 1947 to March 31, 1962) 


Amount 
Number (in dollars) 
Total Loans 6,548 12,622,608 
Total Repayments 12,507,046 
Balance Outstanding (March 
31, 1962) 115,562 
Total Claims paid 24,5 272,109 
Recoveries 33,231 
Net Claims 238,878 
Average size of Loans 1,928 
TABLE II 
Fiscal Year Ending March 31 
Amount 
Number (in dollars) 
1948 3,326 5,841, 390 
1949 867 1,676,490 
1950 5h2 1,058,217 
1951 499 1,000 , 826 
1952 406 890 , 822 
1953 316 72h,,796 
1954, 251 583,006 
1959 185 432,715 
1956 139 341, 368 
1957 19 51, 376 
1958 4 11,000 
1959 1 3,000 
1960 2 4,602 
1961 Nil 
1962 an ____3,000 
6,548 12,622,608 


& This covers the period Jan. 15, 1947 to March 31, 1948. 
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VETERANS! BUSINESS AND PROFESSIONAL LOANS 


TABLE III 


(a) by Purposes; Janua 


Purchase of a business 
Purchase of an interest in 


partnership of capital for 


new partnership 


Purchase of machinery,tools, 


instruments or other 
equipment 


Repairs of machinery,tools, 


instruments or other 
equipment 
Construction, repairs or 
alterations of, or making 
additions to buildings or 
structures 


Purchase of a motorized unit 


Total 


fe Actual amount is $16,678. 


to March 31, 1962 


Number 


14598 
1,613 
1,538 


13 


721 
1,065 


6,548 


Amounts in 


(b) by Provinces: January 15, 1947 to March 31, 1962 


Ontario 

Alberta 

British Columbia 
Saskatchewan 

Quebec 

Manitoba 

Nova Scotia 

New Brunswick 
Prince Edward Island 
Newf oundland 


Total 


te Actual amount is $15,424. 


‘Per millions of per 
Cent dollars Cent 
24.4 367 29.4 
2, 06 304 27.0 
23.5 2.6 20.6 
2 -X - 
11.0 he5 11.9 
16.3 1.4 Li. 
100.0 12.6 100.0 
Amounts in 
Per millions of Per 
Cent dollars Cent 
by ew. 4.7 3763 
18.5 2.4 19.0 
16.4 2e2 17.4 
9.3 1.2 9.5 
6.0 and 5.6 
5,6 7 5.6 
2.8 3 2k 
264 3 2h 
2.5 apt 8 
eo ot § - 
100.0 12.6 100.0 
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- V - 
RELATIONS OF THE DEPARTMENT OF FINANCE WITH OTHER 


DEPARTMENTS AND AGENCIES HAVING SPECIAL FINANCIAL 


RESPONSIBILITIES 


There are several Departments and Agencies 
of the Federal Government, in addition to the 
Department of Finance, that administer financial 
legislation or that carry on activities which directly 
affect financial markets. This section outlines the 
more formal relationships that exist between the 
Department of Finance and these other Departments 
and Agencies. 

Before proceeding, it must be pointed out 
that the relationships, even the formal relationships, 
of the Department of Finance with other Departments. 
and Agencies run far beyond those that are here 
described. Since most of the important activities 
of government cost money, it is natural and inevitable 
that there should be continuing links and 
associations between the aii ctiniets primarily 
concerned with the public purse and all Departments 
and Agencies concerned with public administration and 
public policy. In addition, in modern times, a 
Department of Finance is, from its budgetary and 
related responsibilities, the Department chiefly 
responsible for an overall view of the state of the 
Canadian economy, domestic and international. Thus 


it comes about that the officers of the Department 


find themselves in contact with officers of other 
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Departments and Agencies on a day-to-day person-to- 
person basis; officers of the Department are botiawe1 y 
attending informal meetings or consulting on the 
telephone; and they serve on the majority of inter- 
departmental committees and working groups that are 
set up from time to time to consider financial, 
economic or administrative matters. 

This paper does not attempt the task of 
reviewing all these activities - nor wovld such a 
review be responsive to the Terms of Reference of 
this Royal Commission. It would, however, appear 
to be of direct value to the Commission to receive 
an outline of the formal relationships cof the 
Department with certain Departments and Agencies 


whose activities impinge directly on financial 


affairs. 


BANK OF CANADA 

By virtue of the Bank of Canada Act, the 
Minister of Finance, "on behalf of Canada", is the 
sole shareholder of the Bank. It is he who, with the 
approval of the Governor-in-Council, appoints the 
Girectors of the Bank. The Bank is required by 
statute to make weekly, monthly, and annual reports 
to him on its operations. 

The Deputy Minister of Finance, under 
Section 5 (2) of the Bank of Canada Act. is a 
member of the Board of Directors of the Bank without 
the right to vote. Similarly, under Section 13 (2) 


he is a member of the Executive Committee,subject 
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to the same limitation concerning the right to 
vote. In his capacity as director and member of 
the Executive Committee he attends meetings of 
both bodies. The Minister of Finance appoints an 
alternate official from the Department to attend 
meetings in Deputy Minister's absence. 

There are two specific areas of respons- 
ibility assigned by statute directly to the 
Minister of Finance in which he has sought and 
obtained the services of the Bank of Canada. 

These are the public debt and the exchange fund. 

The Bank of Canada Act provides (Section 
20 (1)) that the Bank shall act as fiscal agent for 
the Government of Canada. It also provides (Section 
20 (2)) that the Bank shall "if and wher required 
by the Minister so to do", act as agent for the 
Government "in the payment of interest and principal 
and generally in respect of the management of the 
public debt of Canada". The Bank has keen 
directed to perform this function. | 

While the Bank of Canada has teen 
assigned responsibility for the daily management 
of the public debt, the Minister of Finance obtains 
advice from the Deputy Minister concerning debt 
management in general, and also concerning such 
specific matters as individual issues of bonds 
to the market, Canada Savings Bond campaigns, and 
the operations of the Purchase Fund. The Deputy 
Minister maintains direct contact with the Governor, 


of the Bank and the Bank's officers who operate 
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in the market. 

The Exchange Fund, for which the Minister 
of Finance has direct responsibility, is ky statute 
(The Currency, Mint and Exchange Fund Act) an account 
in the name of the Minister in the Bank of Canada. 
The operations of this account are carried out by 
the Bank of Canada on instructions from the Minister. 
In arriving at decisions concerning the Exchange 
Fund the Minister obtains advice both from the 
Governor of the Bank and the Deputy Minister of 
Finance, and also from the Assistant Deputy Minister 
who represents Canada as an Executive Director of 


the International Monetary Fund. 


INDUSTRIAL DEVELOPMENT BANK 

The Industrial Development Bank is a 
wholly owned subsidiary of the Bank of Canada. By 
statute, the Industrial Development Bank is required 
to make periodic reports to the Minister cof Finance 
regarding its operations. 

As in the case of the Bank of Canada, the 
Deputy Minister of Finance is a director cf the 
Industrial Development Bank and a member cf its 
Executive Committee. In the case of the Irdustrial 
Development Bank, however, he is entitled to vote, 
both on the Board and on the Executive Conmittee. 

(Note. The operations and furctions 
of the Bank of Canada and of the Industrial 
Development Bank are described in submissions that 


have been supplied to the Royal Commission by those 


two organizations.) 


i hemes MOTs es Oly, delerere etito nt 


todatniM ont dotdw rot . bow oxneioxe oft | | 
stutete yJ et .ytiitdbanoqesy svoertb esd sonsnt® to 


Joueoos ne (JoA bowl egnstoxd bos tniM .yonerrtD! oA) 


»ebers0 to Ansgd edt nk sweterniM edt Yo omen edd ot. 


Yd duo betiveo sim tnvoons etns to enoitexeqo sont 
-Tstalaim eit mort anottourtani no ebereD to Ane on? 
egnsdoxd eft gniniteoncoo enotatsosb ves antvinrs not 

ett mort dtod sotvbs entstdo tetetnimM oft bout 

To eteiniM ytuqed end? bos Nowe enit Yo ronrevod 
T9teiniM yiuqed tnoeteteeaA orld mort oasis boas ',sonsni® 
To “fod seTEO eviduooxd ws 28 sbsns) einsesigqer ondw 


-OnUH vrstenoM Ienolitsentednl st 


AMAE TMEMIOTAVEC J ALATeUCMT 

& ef Xasd tGoengoleved Isetrdteubnl sagt 
ya .sbetsd ‘to Ans ort Yo yvrsetbtedua beonwo vitornw 
bsiluper ar xaned tnomqoleved Ieitteubnl sat .stusdete 
sonentd To reteinim end ot atroqe aibotyreq :sNXsm ot 
-enotivgisqo, ett sntbreses 

eas .ebsne0 Io Nosed edd Yo seso ont at 2A 
edd I3 1rotJostib & al sonsntd to vstetatm yYiuged 
ati %> tedmom ss bos Noe tnemqoLleved Latrtevubnt 
fsittevbal sit to seso oft ol. sett immod ovitusexd 
.930V OF belitins et ‘ed .»revewod opined tnemqofeved 
-99TFEMNOD svituosx® sat no brs breod odd ‘no dtod 


enorsow? bois anokiteteqo eff Letom) 


{strdavbsl odd Yo bos sbsasd to wnsd oft to 


add ancteaimdua oat bediteash ors Aned inemqoloved 


saody yd ooteatmmod IsyoH odd of betiqque need 4ved 


ge ——— ee ar Fe, 


SSS Ee ee——EeeeE—_——EEe—EeE—e—E—_EeeEeeee 


on to eM UH 


~~ © 
~ = & = 2-8 2-e 


oo 
tae 


Qt 


og 


Nethercut & Young 
R95 


Terente, Ontario 
CANADIAN NATIONAL RAILWAYS 

All capital stock of the Canadian 
National Railway Company is issued to the Minister 
of Finance and held by him in trust for Her Majesty. 
However, the Minister has no special powers or 
responsibilities in connection with the appointment 
of the President or the Board of Directors, or the 
policies and functions of the compere. 

The Minister of Finance has joint 
responsibility with the Minister of Transport for 
recommending to the Governor-in-Council, for 
Subsequent submission to Parliament by the Minister 
of Transport, the annual budget of the C.N.R., 
including amounts required for capital expenditures, 
for refunding or retirement of maturing securities, 
and for working capital. This responsibility gives 
the Minister of Finance influence over the size of 
the demands to be made by the C.N.R. on capital 
markets, either directly through the sale of C.N.R. 
Securities to the public, or indirectly through the 
Sale of securities of the Government of Canada to 
cover capital requirements met by the Treasury out 
of the Consolidated Revenue Fund through the 
purchase of C.N.R. stock or the extension of loans 
to the C.N.R. 

By statute, all securities issued and 
sold by the C.N.R. must be approved in detail by 
the Governor-in-Council. Provision is made for 
Such securities to be guaranteed as to both principal 


and interest by Canada, and in practice all C.N.R. 
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Securities sold to the public are so guaranteed. 
Thus they become obligations of the Government of 
Canada and for statistical purposes (though not in 
the Public Accounts) they are regarded as part of the 
public debt. 
C.N.R. securities sold to the public 

are subject to exactly the same scrutiny and 
procedures as issues of the Government itself. The 
roles of the Minister of Finance, the Deputy Minister 
of Finance and the Bank of Canada are the same in 
connection with C.N.R. issues as they are in 
connection with government bonds. 

Trans-Canada Air Lines is a whclly owned 
Subsidiary of the C.N.R. Its budget is separate, and 
receives the same scrutiny as that of the C.N.R. 
However, its capital requirements are met directly 
by the C.N.R., and are reflected in the overall 


financing of the C.N.R. 


CENTRAL MORTGAGE AND HOUSING CORPORATION 

When the CMHC was established by 
statute in 1945 most of the operational functions 
previously exercised by the Minister of Finance 
under the various National Housing Acts were delegated 
to the Corporation. The Minister of Finance has no 
direct administrative responsibility for the 
Corporation; the Minister responsible to Parliament 
for the administration of the National Housing Act 
and the CMHC Act is the Minister of Public Works. 


However, one of the three directors of the Corporation 
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appointed by the Government from the public service 
has always been a senior official of the Department of 
Finance, and this official has invariably also been 

a member of the Executive Committee of the Corporation. 
This Committee exercises some of the powers of the 
Board and meets not less often than once,a month. 

It operates as the senior management committee of the 
Corporation. All projected changes in the National 
Housing Act which have financial implications, or in 
the regulations issued under the Act, are the subject 
of prior discussion between the two Ministers 
concerned, and between the officers of the Corporation 
and of the Department. 

In April 1961 the Government decided 
that CMHC should offer for sale from time tc time 
portions of its own portfolio of NHA mortgages with 
a view to laying the foundations for the development 
of an active secondary market in insured mortgages. 

At the same time the Government established a 

Mortgage Sales Advisory Committee in connection, with 
the auction arrangements. The Chairman of the 
Committee is the Deputy Minister of Finance; its other 
members are drawn from the Department of Finance,the 


Bank of Canada and the CMHC. 


FARM CREDIT CORPORATION 

The Farm Credit Act provides for a 
Corporation of five members appointed by the Governor- 
in-Council and holding office during pleasure. One 


of the members is designated by the Governor-in-Council 
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as the Chairman of the Corporation, and one as Vice- 
Chairman. 

Since the Corporation took over the 
functions of the Farm Loan Board, on October 5, 1959, 
the departmental representation to the Board has 
consisted of the Deputy Minister of Veterans 
Affairs, a senior officer of the Department of 
Agriculture, and a senior officer of the Department 
of Finance. The Chairman is the chief executive 
officer of the Corporation and he and the Vice- 
Chairman devote their full time to the affairs of 
the Corporation. All members of the Corporation 
attend the Board meetings which consist of the 
regular monthly meeting and occasional special 
meetings when some matter of urgency arises. The 
Board meetings are used to discuss the capital and 
current budget of the Corporation, the structure 
and organization, level of employees' salaries as 
well as the formulation of the lending policies of 
the Corporation. 

The Farm Credit Corporation reports 
to the Minister of Agriculture who is the Minister 
responsible for the administration of the Farm 


Credit Act. 


EXPORT CREDITS INSURANCE CORPORATION 

The Deputy Minister of Trade and 
Commerce and the Deputy Minister of Finance constitute 
the corporation known as the Export Credits Insurance 


Corporation; there are, in addition, six other 
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AD 
directors, all of them public servants, appointed 

by order-in-council and one of these is an Assistant 
Deputy Minister of Finance. The Board of Directors 
makes decisions relating to the various affairs of 
the Corporation. For convenience these may be 
Summarized as follows: 

(a) Administrative decisions relating tc the 
Corporations activities, 

(b) General principles applying to short-term 
credit insurance which constitutes the great 
bulk of the Corporation's business, 

(c) Medium-term insurance policies written by the 
Corporation in relation to individual orders 
(mostly for capital goods), 

(d) Medium-term policies written not on behalf 
of the Corporation but on behalf of 
Government (because, while the transactions 
are in the public interest, they involve risks 
that run beyond the competence of the 
Corporation), and 

(e) Longer-term financial arrangements, as recently 
provided for under Section 21 A of the Export 
Credit Insurance Act. 

In connection with (e) a special inter- 
departmental committee has been established, and the 
Department of Finance is represented on it. This 
Committee provides, on an interdepartmental basis, 
for a detailed analysis and appraisal of requests 
for assistance to exports of capital goods in the 


form of longer-term government finance. 
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EXTERNAL AID BOARD 

The External Aid Board, set up in 1961, 
provides interdepartmental advice to Ministers on 
Canada's bilateral programmes of aid to under- 
developed countries. The Department of Finance is 
normally represented at meetings of the Board by 
an Assistant Deputy Minister. 

The Board keeps under continuous review 
Canada's aid under the Colombo Plan to South and. 
Southeast Asia, under the Special Commonwealth 
African Assistance Programme, under the programme 
for the West Indies, and under other bilateral 
aid programmes. The Chairman of the Board, who 
is also Director General of the External Aid Office, 
formulates proposals for consideration by the 
Secretary of State for External Affairs. 

(NOTE. The role of the Department cf 
Finance in relation to Canada's contributions 
to multilateral aid programmes, financed by 
eontributions to common funds including those under 
the auspices of the United Nations, is described 


in a separate paper.) 


UNEMPLOYMENT INSURANCE FUND 

Under the statute the assets of the 
Unemployment Insurance Fund were to be managed 
by an Investment Committee consisting of the 
Governor of the Bank of Canada, the Deputy Minister 
of Finance and a senior official of the Department 


of Labour. This Committee was responsible for all 
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sales and purchases of securities on behalf of the 
Unemployment Insurance Fund. 

In the Budget of June 1961, the Minister 
of Finance announced that all the holdings of the 
Unemployment Insurance Fund, which up until that time 
had been marketable securities, would be exchanged. 
for special non-marketable securities of the 
Government of Canada. The exchange of securities 
announced by the Minister took. place in due course 
and the holdings of the Unemployment Insurance Fund 
now consist entirely of non-marketable securities 
of the Government of Canada. When the cash .pesition 
of the Fund permits, the Fund purchases enh 
securities, which are issued by the Minister cf 
Finance as and when required by the Fund. Frem 
time to time securities are redeemed by the Minister 
to meet the cash requirements of the Fund.. 

With the change in policy announced by 
the Minister of Finance the functions of the 
Investment Committee disappeared and it is no longer 


active. 
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RELATIONS OF THE DEPARTMENT OF 


FINANCE WITH CROWN AGENCIES 


(A most useful and iduabitceebunived on Canadian 
Crown Corporations written by Mr. H. R. Balls, 
Comptroller of the Treasury, was published in the 
Indian Journal of Economics, January, 1960. 
Considerable parts of this section have been 
abstracted, verbatim or in paraphrase, from 


Mr. Balls’ paper.) 


The broad structure of public control 
over Crown agencies in Canada includes the statutory 
instruments or other authorities creating them, 
control over the appointment and removal of directors, 
in some instances control over salaries of senior 
officers, and approval of the annual budgets ard 
methods of financing to be employed. 

In this statement, attention will be 
coneentrated on the review of Crown Agency budgets 
and control over financing methods, these two 
being the particular coneern and responsibility of 
the Minister of Finance. 

The Financial Administration Act enacted 
in 1951 defines a Crown Corporation as "a corporation 
that is ultimately accountable through a Minister to 
Parliament for the conduct of its affairs". Three 
classes of corporations are defined. These are 
departmental, agency, and proprietary, with specific 


control relationships being prescribed for each 
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classification. These classes of corporations are 
referred to specifically by name in Schedules B, C 
and D of the Financial Administration Act. 

Departmental corporations are those 
listed in Schedule B of the Financial Administration 
Act. A departmental corporation is defined as a Crown 
corporation that is a servant or agent of Her Majesty 
in right of Canada responsible for administrative, 
supervisory or regulatory services of a governmental 
nature. It is, in fact, an ordinary department of 
government that has been given corporate status. It 
is subject to the direction and control of a minister 
and must rely on Parliament for annual appropriations 
to eover its financial requirements. 

An agency corporation listed in Schedule 
C of the Act is defined as a Crown corporation that 
is an agent of Her Majesty in right of Canada 
responsible for the management of trading or service 
operations on a quasi-commercial basis, or for the 
management of procurement, construction or disposal 
activities on behalf of the Crown. Like a department 
or a departmental corporation, it is subject to a 
considerable degree of ministerial control. Although 
no very sharp line of division can be drawn, a 
distinction can perhaps be made between a wes ewent 
as the servant of a minister, and a corporation as 
his agent. 

A proprietary corporation listed in 
Sehedule D of the Act is defined as a Crown corporation 


that is responsible for the management of lending or 
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financial operations, or for the management of. 

commercial and industrial operations involving the 

production of, or dealing in goods, and the supplying 

of services to the public. It is ordinarily expected 

to be self-sustaining or in statutory language | 

"to conduct its operations without appropriations”. 

It usually has a considerable amount of managerial 

freedom, and such control as the Minister or the 

Governor in Council exercises over it is comparable. 

to that of a shareholder who holds all or a major 

part of the stock of a private company. While the 

Minister is not usually held responsible for the day- 

to-day acts of the servants of a proprietary 

corporation as he is for the acts of the officers 

of his department, to ensure that there is an 

adequate measure of public control and accountability, 

he is often given a statutory right to intervene to, giv 

advice or directions and to demand an accounting. , 

A further distinction is that, since the amendment , 

of the Income Tax Act in 1952, a proprietary corporatio 

is required to pay income tax. . : 
Certain qualification should also be 

noted. Some Crown corporations are not listed in 

the schedules and are not subject to the Financial . 

Administration Act. Some are subject to specified 

sections of the Act, while others are subject anly 

to those portions which are not in conflict with 

their individual statutes. For example, the Bank 

of Canada and the Industrial Development Bank, are 


excluded from the application of the Financial 
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Administration Act and are governed solely hy their 
Acts of incorporation. | 

Power rests in the Governor in Council 
to change the status of Crown agencies as defined . 
in the Financial Administration Act: an action 
which normally would occur only when the function 
or nature of the operations of a Crown agency changed. 

All Agency and Proprietary corporations 
prepare annual capital budgets which are submitted 
to the Minister to whom they report and to the 
Minister of Finance for coneurrence. These are in. 
turn then submitted to Governor in Council for 
approval and subsequently are tabled in Parliament. 

The practice in recent years has been for 
the Programme Analysis staff of the Treasury Board 
to review and comment upon these capital budgets 
and to submit their comments to the Deputy Minister 
of Finance for approval and transmittal to the 
Minister. It is not normal practice to require the 
Same amount of detail from Crown Agencies as is 
the case with Departmental Estimates. Sufficient 
information is required, however, with regard to 
proposed expenditures for land, buildings, plant 
and equipment, changes in working capital and 
proposals for redemption of maturing debt. It is 
usual, also, to require a statement indicating the 
source of the required funds, i.e. Parliamentary 
appropriation, corporation reserves or anticipated 


earnings. 
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As a significant part of the expenditure 
analysis by the Treasury Board Staff, an attempt is 
made to put the collective and individual plans of 
the corporations into the broad perspective of the 
total expenditure programme of the Government and to 
formulate judgments about the priorities which attach 
to corporation plans when compared with the total. 

Agency corporations are required as well 
to submit their operating budgets for the approval 
of these two Ministers, but there is no requirement 
that these be submitted to Parliament. Two exceptions 
to this rule are, however, the Canadian National 
Railways and Canadian Broadcasting ebPperg eine * both 
of which submit both capital and operating budgets. 
In addition the Canadian Broadcasting Corporation 
is required by its Statute to submit for the approval 
of Council a five year capital programme forecast 
with an indication of the impact of this on 
operating requirements. 

Except for a modest provision for making 
working capital advances to Crown corporations, the 
Financial Administration Act contains no specific 
authority for financing the capital and operating 
requirements of the corporations. Moreover, as 
these advances may only be made to provide working 
capital, and as they are limited to a maximum of 
$500,000 to any one corporation at any time and are 
repayable within a period of 12 months, the authority 
is a very restricted one. It is intended only to 


meet urgent and unforeseen requirements, and Parliament 
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has made other provision for the major financing 
requirements of the corporations. 

The methods of raising funds for the 
capital purposes of a eorperation are usually set 
out in the company's statute of incorporation, but 
provision may also be made in special statutes (as in 
the case of the Canadian National Railways), or in 
votes in the annual appropriation acts (as in the 
ease of Atomic Energy of Canada Limited and the 
National Harbours Board). In practice capital 
requirements are usually obtained from one or more 
of a number of sources. They may be derived from 
operating revenues or internal resources such as. 
depreciation and other reserves or provisions of the 
corporation in so far as these are available and are 
not required by law to be paid into the Consolidated 
Revenue Fund, from the sale of bonds or debentures 
to the public, with or without the guarantee of the 
government, from loans, advances or outright grants 
out of the Consolidated Revenue Fund, or from the 
sale of equity stock to the government. 

Where a corporation's funds are not 
sufficient to finance its operating or capital 
requirements, financial assistance for all or part of 
its programmes is usually sought from the goverriment 
and may take one or more of several different forms. 
For some corporations, funds for capital programmes 
may be provided by parliamentary grants, loans or 
advances, for others it may be by the issue of 


capital stock to be subscribed and paid for by the 


.200Ltstogroo. ord 20 atnemertupes 
add 10% about gntetst, to ebodsem ont: is 
doa ylleueu. ote iad iach & Io aseogiug [etiqso 
Jud ,.mokterogroont to studadse 2' yosqmoo edt. nt due 
at ae) aodud ate {stooge ni sbam od cals Yam coletvorg 
ot To .(axswlteh L[enotten neibsenso edd to saso. edt 
eit at es) etos moldsinqowgas Leunne edd nt estoy 
ens boas bodimid sbens). to ygrend olmotAa TO 988 
fstiqss soltosig nl. . (bred. envodieH Lanoti sv 
STOM TO eno mort benistde Yilsvau ers atnsmeriupss 
mori Devireb ed ysm yvedT ..esc0ntyoa. to yodmun s to 
ae doue aegoruoasy, Lsntedat TO Beunevet gnlidsireqo 
ead to anolatvorqg 10. aevisae,. radio. bas nolisiloerqeb 
sts boe eldsliave Sts eaed? 28 182 0a at Holt srogroo 
betebifloancd edt otmt. biteq,ed ot wel vd, bexriupes. ton 
SOIndaedsb 10 ebnod to efse edd mor? . bout sunsved 
eit to setnartsuy orit tuodidtw sto d¢tw .otiduq edt-o7d 
ewes ddgtatvo to Bg9onsvbe ,2neol. mort. ,Jasmnrevog 
sii mort 10 .bawh suceveh. bedsbitloanoD eit to suo 
-tnemnresvog sdt od woote yiinps to else 

fon e%6 abayt e'notisrogres.s exsedW 
fstiqsos 10 goitereqo att sonenit of tnstottive 
to trsq to Ife 10% sonsveltees Istonsatl .etosmertupes 
INEM ITSeVOR eds morl tdauoe yifsueu at BoMMsIROIg att 
-amr0t tnsieltib {erevse to stom 19 900 sexed vem bas 


commertgorq I[stiqso rol ebmw?...anottsrogios esmoe r0OF 


TO ensol ,ainsig,.yisinemsiixreq yd bebtvorq ed yen 


tO oveat edt yd ed yom tt erento sot .290n8vbE 


edi yd rot bieq bas bedivoadua ed ot doode. L[etiqse 


i | | ne orsptn®) cottons rts , 
gntonsnt? rof.sm edt 102 notetvorg tedio sbem asd 


Nethercut & | Young | ] 
A108. 


Terente, Ontario 
government or by the sale of bonds to the government 
or the public. A few corporations have financed all or 
a portion of their capital requirements from earnings 
or other internal resources fy Ee provisions .for 
depreciation. 
When a corporation requires assistance 
for its operating programmes this is usually extended. 
through outright parliamentary grants unless there 
is a reasonable expectation that operating deficits wil 
be offset by surpluses within a relatively short time. 
Most Crown corporations provide annually 
for depreciation on eiuoeicea assets. In considering 
reguests from corporations for financial assistance to 
carry out capital expenditure proposals the amount, 
if any, of funds available from current or retained 
earnings or from provisions for depreciation is taken 
into account and the amount of any loan or grant 
ultimately approved is usually a net figure. Where 
a corporation. is not self-sustaining and must seek 
financial assistance from parliament not only for 
capital expenditures but also for all or a portion 
of its ena es requirements. the sum advanced on ; 
operating account usually covers the depreciation 
element in the operating costs. Any request by a, 
corporation for financial assistance to carry out, 
capital projects must indicate and make allowance, for 
the sum that is available from parliamentary grants 


or other. sources to cover the depreciation element 


in the corporation's operating costs. 


Where corporations are empowered to borrow 
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from the public, some, such as the Canadian Wheat 
Board, have financed their Vammdsuies through 
commercial bank loans guaranteed by the government, 
and one, the Canadian National Railways, has raised 
money by direct offerings of its government guaranteed 
securities to the public. All such borrowings require 
the approval of the Minister of Finance or the 
Governor in Council. 

There is no uniform pattern for the 
financing of Crown corporations; in practice each. 
case is considered on its merits. Some corporations 
are financed by the sale of equity stock to the 
government while some are able to finance themselves 
from retained earnings. Others are financed through 
a combination of equity capital, interest bearing debt 
and retained earnings. However, most Crown corporation 
are financed either entirely or almost entirely (as 
there may be an element of self-financing involved) 
through interest bearing loans. 

Government loans to Crown corporaticns 
for the financing of capital expenditure programmes 
(whether such programmes involve the acquisition or 
construction of assets, the lending of funds to the 
public or the strengthening of a corporation's 
working capital position) are usually made on such 
terms and conditions as are determined by the Governor 
in Council. These terms and conditions will include 
the rates of interest to be charged and the periods 
and methods of repayment. 


The interest rates for new loans are usuall 
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set semi-annually for the ensuing six months on the 
basis of the cost to the over inert of borrowing funds 
for a comparable period plus approximately 1/8 of 1 
per cent to cover borrowing costs not reflected in 

the interest rate, and these rates are applicable for 
the whole period of the loans. 

Repayment of the loans is usually by 
equal annual or semi-annual payments over the period 
of the loan covering both principal and interest. 
Where loans are granted for the acquisition of fixed 
or physical assets the amortization schedules are 
usually based on the expected useful life of the 
assets for which loans are incurred, or on periods 
Stipulated in the applicable legislation. Where loans 
to the corporation are for the purpose of relending 
to the public the repayment period is usually based 
on the period or periods over which the corporation 
in turn will receive repayment. 

When assets are acquired from loans 
received from the government the corporations must 
provide for repayment in accordance with the terms 
of the loans. Instead of building up funds to be 
available when capital assets have to be replaced, 
the usual practice is to utilize current depreciation 
provisions to cover current capital requirements and, 
if necessary, to seek new loans to finance the 
replacement of existing assets or the acquisition of 
new ones on the basis of interest rates prevailing | 
at the time the assets are to be replaced or acquired. 


Finally, it is customary for the Crown 
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corporations, which have authority to borrow sums 
of money from the government, to indicate when any 
part of the moneys will be required. This information 
Will permit an assessment. to ” made of the impact of 


such borrowing on the government's own cash position. 
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EMERGENCY GOLD MINING ASSISTANCE ACT 


Canada's gold mining industry is for 
the most part located in areas stretching across the 
Pre-Cambrian shield in the Northern parts of Quebec, 
Ontario, Manitoba and Saskatchewan, the Northwest 
Territories, the Yukon, and the Rocky Mountain area 
of British Columbia. A number of towns and hamlets 
as well as some agricultural communities are solely 
or largely dependent on gold mining. The gold mining 
industry has traditionally played an important role 
in particular areas as well as in the economy as a 
whole, and had been of particular significance during 
the depression of the 1930's. Gold production then 
accounted for about one-third of the value of all 
mineral production in Canada and this was an important 
factor in supporting employment, business activity, 
and the country's international payments position. 

The pre-war prosperity of the gold 
mining industry was, however, adversely affected 
by war and post-war developments. Under the impact 
of war-time mobilization of labour’and materials for 
vital defence purposes, gold production declined from 
a high of $206 million in 1941 to $104 million in 
1945. Contrary to expectations, the industry did 
not regain its earlier prosperity in the years 
following the war. The price paid for gold by the 
Royal Canadian Mint remained constant at $35.00 (U.S.) 
per ounce, whereas the costs of production of the gold 


mines were affected during the post-war period by the 
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rising trend in wages and prices for materials and 
equipment. Moreover, the praiaiten of the Canadian 
dollar to parity in July of 1946 had the effect of 
reducing the price of gold paid to producers from 
$38.50 to $35.00 per ounce. As a result, a large 
segment of the gold mining industry experienced serious 
difficulties. 

During the immediate post-war period, a 
number of mines were forced to close down, and some 
of the remaining mines operated at a loss. In 
referring to these conditions, the Minister of 
Finance (Mr. Abbott) said (Canada, House of Commons 
Debates, April 6, 1948, p. 2702): 

"The closing down of marginal mines not only 
would bring hardship to many northem communities 
but would mean in many cases so great a cost 

to reopen that the mines would probably be lost 
forever as producing entities. Prospecting for 
new properties had slowed down and it was 
increasingly difficult to raise new funds for 
exploration and development. If this process 
were to continue unabated, serious damage 

would be done to the existing social and 
economic fabric of northern Canada, and the 
further development of the north would probably 


be slowed down materially." 


In referring to an earlier announcement 
to the effect that the government would extend 


assistance to the gold mining industry, Mr. Abbett 
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continued (Canada, House of Commons Debates, April 6, 

1948, p. 2702): 
"This was the type of situation which the 
government's proposal was designed to remedy, 
the type of danger it was primarily designed 
to avoid. The bonus we propose to pay should 
enable most mines at least to maintain and 
perhaps to increase their current production 
to some moderate extent. It should enable 
many mines to avoid closing down with the 
hardship this would cause to many communities 
and the social and economic waste involved in 
the probable necessary transfer of population 
and the abandonment of homes and other forms 


of capital investment." 


As originally indicated in November 1947, 
the government planned to pay assistance in the form 
of subsidy of $7.00 per ounce. Following this 
announcement, representations were received from 
the industry to the effect that the proposed 
asSistance payments would not serve to prevent the 
continued deterioration of the industry. As well, 
the International Monetary Fund took the position that 
the proposed subsidy would be inconsistent with the 
Fund's Articles of Agreement whereby member govern- 
ments are committed not to buy gold at a price above 
parity (plus a prescribed margin). The Fund construed 
a Straight subsidy to be in effect an increase in the 


price of gold in Canada. Concern was also expressed 
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by the United States ate sed nletaders Council that 
some countries might become jetiasiaus on subsidized 
gold production as a solution to the problem of 
maintaining equilibrium in their balance of inter- 
national payments. 

In the light of these representations, the 
government came forward with a revised assistance 
programme providing for payments based on the eccst 
of production of individual mines. This revisicn had 
the effect of making available, in the case of mines 
with relatively high costs of pedebckeous assistance 
in excess. of the $7.00 per ounce originally proposed 
but less than $7.00 per ounce in the case of mines 
at the lower end of the cost scale. The new formula 
was ultimately incorporated into the Emergency Gold 
Mining Assistance Act. 

This method of payment was in the view 
of the International Monetary Fund not inconsistent 
with exchange stability and the maintenance of 
orderly exchange arrangements with other countries. 
In referring to the position taken by the United 
States National Advisory Council, Mr. Abbott made 
the following statement (Canada, House of Commons 
Debates, April 6, 1948, p. 2701): 

"I do not need to assure the House that, 
so far as Canada is concerned, there is not 
very much danger in the contingency referred 
to by the council, namely, that we shall 
largely stimulate the production of gold as 


the result of these subsidies. It is true 
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that the bonus payments we are providing 

for should lead to some Mavoved tn production - 
I hope they will - but we are not under any 
illusion that the increased production for 
this reason alone will be of such magnituce 
as to become a major factor in the solution 
of our immediate exchange problems. Any 
contribution which it makes will, of course, 
be most helpful, but unfortunately there are 
other important factors at work which, unless 
conditions change, will be bound to limit the 


size of that contribution." 


® on 7 


antbt vor: ore ow atesineed 


q 7 
i 


J : 7 
i id ny = L 
ae Si 2 © 
Lie A a y 
ice hee. | * 


G ; = ) Die ee = big 
> ~ dott oubowg: nt eeesront soe 02! baer -ezuenta) 90%: ena” 


is Tebey Joo erg ew dud ~ Lote yon sqod I roa 


a sduttagem dove to ed [fiw REE ks be 
nottufloes edd nt ee, ee en ot a8 


| a wciA , enaldorg ne BY ELC bane Te BH" OVO’ 


9209 to’ . PL tw aibenat i dottiw: ae TO "tq 
9%s svent Uo9 snug t0THy dud |. Intqlea Seity 1 | 
walen. ait efloldw A1row te srotoR?t dost roqmt serio | 
| | end Jhmbe of bavod ed LEEW Legnaro anottionos: () he jar ; 
yinsectenestioe yale IG sete xe of we 
ee by 


j ie 
A 
( fe” 
i f : 
i 
ee | 
‘ Ca 
ic 
oe rN 
¥ 7 7 ® 
ies ' 
§ J 
. 1es + 
Le 1. ; 
| ac 
| 7 
i Ves 
i 
| 
1 One i a 
co 
i 
7 eH i 
s ¢ ’ wy CN cy . | 3 
vr: onhd ant abit Views | gillg 
l= 


a eek % 2 a , ee | ad a. of . Sone a a 
a ' : ; 
i oo iia Sig's ee Ay Tae a) 


Nethercut & Young 


Terente, Ontaric ya Lg 


Summary of Legislation 


The Emergency Gold methe Assistance Act 
came into force on June 15, 1946 and was initially 
effective for the three calendar years 1948 to 1950. 
Subsequently the legislation was extended and amended 
from time to time. It was last extended in July 1960, 


to be effective until the end of 1963. 


Amount of Assistance 


Since the inception of the Act, assistance 
payable to a mine in respect of any one year has been 
determined according to a formula which can be 
summarized as follows. First, a mine can only 
quate for assistance if its cost of production per 
ounce of gold exceeds the level set out in the 
legislation. Second, the amount of assistance varies 
proportionately with a mine's cost of production 
above this minimum level and the number of ounces of 
gold it produces. Third, there is a ceiling on 
assistance payments if a mine's cost of production 
exceeds the maximum level provided for in the 
legislation. 

Since mines are only compensated for 
a proportion of their cost of production in excess 
of the minimum level, assistance is made available 
without removing the incentive to improve their 
financial position. Thus it will be to the advantage 
of a mine to achieve lower unit costs to the extent 
to which this is practical, having regard to the 


grade of ore mined and other relevant circumstances. 
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It is apparent that the assistance 
formula can be applied with a great deal of flexibility 
In practice, the changes which were made over the 
course of the years in er the eligibility 
of individual mines and the amount of assistance 
payable took into account a number of different 
factors. These included the state of the industry 
in the light of general economic conditions, the 
exchange value of the Canadian dollar and the need 
for further exploration, development and modern- 
ization particularly for mines in communities largely 
dependent on their continued existence. 

In detail, assistance as currently 
authorized under the Act can be described as follows: 
(1) Assistance may be paid to mines whose 
cost of production is higher than 

$26.50 per ounce. 

(2) The Rate of Assistance payable is equal 
to two-thirds of the amount by which the 
eost of production per ounce exceeds 
$26.50, subject, however, to a ceiling 
of $12.33 per ounce. 

(4) This Rate of Assistance is payable on 
two-thirds of the number of ounces prcduced 
in a given year (the Assistance Ounces). 

(4) In addition, the amount of subsidy 
calculated pursuant to (2) and (3) above 


is increased by 25 per cent. 


An outline of the assistance formulae which were in 


effect in earlier years, is provided in an appendix 
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to this section. 


Conditions of Eligibility 


In order to be eligible for assistance 


in a given year, a mine with cost of production in 


excess of $26.50 per ounce must fulfill the following 


conditions during that year: 


(@) 


(2) 


The value of gold produced must be 7/0 per 
cent or more of the total value of the 
output from the mine. This percentage was 
chosen with a view to pieene has assistance 
to mines which depend mainly on gold 
production but excluding mines which 
produce ores with a substantial content 


of. other metals. 


Production must be more than 50 troy 
ounces of fine gold. This minimum 
production level was chosen to rule out 
operators who mine gold on an occasional 


basis only. 


In addition, the Minister of Mines and 


Technical Surveys has the discretionary power to 


rule a mine ineligible for assistance if the operator 


of the mine has in the Minister's view failed to 


develop reserves of commercial significance, or has 


failed to make reasonable progress in reducing cost 


of production to a reasonable commercial level, or 


if the Minister is of the opinion that there are no 
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reasonable prospects of attaining commercial 
production. | 
Assistance is payable to an eligible mine 
only with respect of gold which is 
(1) sold to the Royal Canadian Mint; or 
(2) exported in the form of ore or ore concentrates 
or 
(3) sold in the form of ore or ore concentrates 
to a Canadian smelter, provided this smelter 
sells the gold separated from the ore or 
concentrates to the Royal Canadian Mint as 


soon as practicable. 


Administration 

The Act is administered by the Department 
of Mines and Technical Surveys. A Key element in 
the operations is the determination of the cost of 
production of individual mines for the purpose of 
assistance payments. The task of applying uniform 
procedures for cost determination is carried out by the 
Audit Services Division of the Comptroller of the 
Treasury, in collaboration with engineers from 
the Department of Mines and Technical Surveys. 

To this end, the Act and the Regulaticns 
specify which expense items may or may not be 
included for calculating the assistance payment and 
these items cover operating cost, depreciation, 
pre-production expenses, and cost of exploration and 
development. The manner in which the cost of gold is 


to be calculated where other minerals are produced 
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as well is also prescribed. 

Applications for Ar edielipks are generally 
submitted at the end of each quarter. If found to 
be complete and in accordance with the Act and 
Regulations, they are approved; and an advance 
payment is made to the operator. The Regulations 
provide that the advance payment shall not exceed 
90 per cent of the estimated assistance Sah gutta: 
When the final audit of the books of account has 
been completed, the remaining holdback is approved 


for payment. 


Brief Review of Operations 


The tables at the end of this section 
provide statistical data on the gold mining industry 
and. on the assistance payments: for the period 1°48 
to 1960. The amount of annual assistance has 
fluctuated between a low of $8.7 million in 1956 
and a high of $16.3 million in 1954. For 1960, the 
last year under review, $12.4 million was disbursed, 
or roughly the same as in 1949. In contrast, the 
amount of assistance paid per ounce of production 
has risen to a high of $5.03 in 1960, or approximately 
double the amount paid in 1950. 

It willbe useful to distinguish between 
two types of gold mines, 

lode gold mines which produce gold from 
hard-rock mines, and 
Placer mines which recover gold from the 


gravels and sands of stream channels and 


beaches. 
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Placer mines have consistently accounted 
for only a small fraction of Bora graded: Lor, and 
therefore received a very moderate amount of 
assistance. In 1959, for instance, the value of 
gold produced by placer mines accounted for less than 
2 per cent of total gold production, and the amcunt 
of assistance also accounted for less than 2 per cent 
of total payments. 

During the period from 1950 to 1960, 
total output from all lode gold mines has remained 
quite stable, whereas production from lode gold mines 
receiving assistance has decreased from close to 80 
per cent of total gold production in 1950 to about 
55 per cent in 1960. Concurrently, there has been a 
pronounced drop in both the number of all lode gold 
mines and in the number of those receiving assistance. 

Although these figures reflect in part the 
changes which occurred in the assistance formula from 
time to time, the data indicate that there has been 
some adjustment in the gold mining industry in the 
face of prevailing economic conditions. It is 
equally apparent that without the assistance programme 
these developments would have been less gradual. In 
fact, for high-cost mines (mines with a cost of 
production in excess of $35.00 per ounce) - the sector 
of the industry where the assistance programme plays 
a particularly important role - production remained 
relatively stable until 1959 and rose by about one- 
third in 1960. As a result, in 1960 production from 


high-cost mines accounted for about 30 per cent of 


ay wee tht <n LT ie ee 74) WA bs. > 
olen. %. sa : es, se hee Seed f 


ti srmin®. oto 
betnuooos uldnodatenos ened aenim re9esit) je. 8 


bas ,nottovborq blog To nottorsii aw 8 vino m0: 
‘to davoms stsersbom yrsv & bevisoss ssoteredd 
to sulsv edd .sonetani 1ot.,.@ceLl ols ssoastetees 
nedd zaef rot betnvooos sentm ssoelq yd beouborq bles 
Tavs ons bos ,.Koltouborq blog [stot te tne0 xveqdeS 
taieo tweq S net aeefl sot batnwooosg oels sonetatees >to 
catnemyaq-Lstod To 

OORL oF OF@CL mort boltrsq sdd gata) 
bentemes esd gents blog sbol Ife mort. guqt¢uo Irgtod 


esnim blog sbol mort sottouborq esstedw .sidete sdhup 


08 of saeolo mort bseserosb ae sonsteatees univieoss 


tuods ot OcOl ni notdouborq bios [stot to tnso req a 

s need ast sted .ylimerivon0d, ,OdCL nk Ineo x9q aa bf 
blog shot fis to wedmun srt dvod nt qorb: baonvonorg aI 
sconsdalees gnivisoes sacd? Tortedmunm efit at bose aenitma ar 
edt treq at toslte y asiugti: seeds rgeeds ia tr 
mort sflumrot soretaiaas sdd nt bertuooo dotndw eegnedo ier 
need esd sient tedtd steobbont steb odd jemisd ot «smti OF 
edd ni wrtevbot gnintm blog edt ot tnemtanijbs emoe og 

ab. IZ -anoltibaoe ofmonoss gniliavesq Io s087 re 


smmsTgoIq soneteiees sad tuorddiw tend. toereqgas vileupes 
ol. .f{eubarsg aael need even bluow etnemqoisveb seed 
to daoo 8 diiw eentm) eenim tdaoo-dald tot tos? 

totosa ent - (sonuo req 00.88 to aesoxe mi nottouborg 
ayelyl smmsrgo1g sonestaieas ont sredw yateubak edidote 
bentaemer sottouborq - efor toatuogmt ylirsivotiaaq s 
~9no duodse yd seor bow CéCL I[tenw efdete yisvitslset 
mort mottoubouq OdCL nt ytineet s aA ~.000CL' nt bartdd 


to tnso eq OF duods rot betnuooos aesnim sdaoo-nagid 


Nethercut &é Young 


Torente, Ontario 


A 123 


production from all lode gold mines, whereas 10 


years earlier, high-cost mines accounted for about 


25 per cent. 
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Years 


1948-1949 


1950 
(Jan. l°Sept.30) 


1950 
(Oct.1-Dec.31) 


1951-1952 


1953-1954 


1955-1957 


1958-1963 


~A lad - 


Summary of Changes in 
Assistance Payable 
1948 = 1963 


Rate of Assistance 


4 x (cost/oz. ~ $18.00), 
up to @ maximum of $16.00/oz. 


4 x (cost/oz. - $18.00) = $3.50, 
up to @ mexieum of $12.50 


4 x (cost/oz. - $18.00) 
up to a maximum of $16.00 


4 x (cost/oz. - $22.00), 
up to a maximum of $11.50/oz. 


4+ x (cost/oz. = $18.00) 
up to a maximum of $13 ..50/oz. 


2/3 x (cost/oz. - $26.50), 
up to 4 maximum of $12.33/oz. 


Assistance Ounces 


Annual production, minus 

2/3 base year(1) production, 
but not less than 1/3 of 
annual production. 


Annual production, minus 

2/3 base year(1) production, 
but not less than 1/3 of 
annuél production. 


Annual production, minus 

2/3 base year(1) production, 
but not less than 1/3 of 
annual production. 


Annual production, minus 

# of base year(2) production, 
but not less than ¢ of 
annual production. 


Annual production, minus 

4 of base year(2) production, 
but not less than $ of 
annual production. 


2/3 of annual production(3) 


Same as in 1955-1957, plus 25% 


(1) Base Year; 


(2) Base Year: 


Twelve Month period ending June 30, 1947. 


Either 1948, 1949 or 1950, as elected at option of each 
mine. For mines which came into production after 
January 1, 1950, first year of production. 


(3) From 1955 on reference to a base year was omitted from the definition 


of Assistance Ounces. 
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ZABLE 11 
Operations of Lode Gold Mines(1) 
1948 - 1960 
Totel Total Totel 
Production Production | Production 
from All from All from Lode Number of All Number of Lode 
Gold Mines) Lode Gold Gold Mines Lode Gold Gold Mines 
Mines Receiving Mines Receiving 
Assistance Assistance 
(seeneee in millions of ounces------- ) 
nea. 3.1 3.1 87 87 
Nea. 3-5 35 92 92 
3.8 3.8 3.4 83 82 
3.8 367 3.2 77 75 
3.9 3.8 2.8 74 61 
3.6 3.5 3.1 69 64 
3.8 b Pe f 3.7 66 62 
3.9 3.9 2.9 61 50 
3.8 367 2.4 57 AS 
3.8 3.8 2.7 53 4y 
4.0 3.9 2.6 55 a 
3.9 3.9 2.8 53 a 
4.0 3.9 2.5 pe aa 
EES RINGS TET RTIR BEC ASN RTT eR TR eI 


(1). Lode gold mines are hard-rock mines, in contrest to placer mines 
which recover gold from the gravels and sands of stream channels 
and beaches. 


(2) Including lode gold wines and plecer mines, but excluding base 
metal mines producing gold as a by-product. 


e. Fy 
r i ; * a 

! am" ‘ : 4 ca: ss id ‘we | aor eer. 2) : 
At (S)eentm blob ehal ‘to anott@reqo 
: : i! oa yee pee 1 le : a ey, 
| Oe i Te ee in 
; — =e > : . ? aie Por i Led ~, 7 
fF A ; 4 - fy j 4 
: | ; 
Ais ew ; ae 
+ { i; 
? f ‘ i“ 

; j 

y ¢ 


fasor LatoT —Letok 
vies aoktsybev4 noltoubord gyi ig iM 
rt hee - " 

‘to sedmuW ILA to stedmew shal momt . ISA mort {IA mor? 
sit bled hod ebal §$ seni bfoD — bLod ebal (‘Seontm pfoo 
gotviese®  . senth gnivieseA © eeniM 
oanse. 8am : ; eoretutagd . 


IRE | URE SARTRE EE 


(+eee°*"ge0m0 to wrioL tt Le  aanleNa Se 


e - 


a 
~4 
ae 


= 
* 


9 18 Dw! Wms earseam 


ten 
Me MIRO MMA oD 
~ 
3 
a) 


@ - @- - = 
= 


= 

. 

ey 

Pad 
fee Ot RO 


Q2O@ 


aentiw teoalg of Seertoos nl , sents Xoos* hued ors sont bfoa ebol (Lf) 
alennedo macsds to abteee bee slev@xg oct mort blog tvo0e4, doldw 
| | Se iat etedosed bas 


ened ait bskoxe sod ,gents seocalq hee es coke hfoa ebol antbyLont (8) ‘ 


torborg-ys @ a8 biog gntouborg sonia Letom 


- 
j 
+ 4 
™’ 
“a 
ip 
. 
~ 
7. 
mF ; 
‘ : 
4 


ree no EE Po Bee 


. > 
ss 
. 
gale 
ty 
Re 
% td 
Br ’ 
tow 
RA 
rs 
y 
- 


EPCS ARON comsmeoneemet 
' iy Lee 


re ee 
ae Beat eee 
2) 4h 


aH ie? 7 


TABLE II] 


High-Cost 


Lode Gold Mine Qperetions 


Production from Production from Number of Lode Number of 


All Lode Gold High=Cost Gold Mines High=Cost 
Year Mines Receiving Lode Gold Receiving Lode Gold 
Assistance Mines — Assistance Mines 
RS es IES IL CEO TEIN RA SS STE CE PES TIE TEI SE TEN: EAA ETE OO WILT RES TBO BER 
(----in millions of ounces wane) 
1948 cre! 94 87 he 
1949 3 a 81 92 4S 
1950 3.4 96 82 4S 
1951 Sac 93 75 40 
1952 2.8 92 61 35 
1953 3.1 60 64 24 
1954 3.7 Tt 62 22 
1955 2.9 74 50 23 
1956 2.4 93 45 29 
1957 2.7 80 Ay 24 
1958 2.6 78 Ah 26 
1959 2.4 090 4d 28 
1960 es L.20 ay 33 


* For purposes of this table, high-cost lode gold mines 
are those whose cost of production per ounce allowable 
under the Regulations is $35.01 or more. 
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o~NaGa Tis: 
RELATIONS OF THE DEPARTMENT OF FINANCE WITH 


PROVINCIAL AND MUNICIPAL GOVERNMENTS 


The main aspects of the continuing 
financial relationships of the Department of 
Fonsaee with provincial and municipal socetimened 
are centred in the work of its Federal-Provincial 
Relations Division. This Division fills a 
co-ordinating role with respect to federal- 
provincial relations although other divisions, 
in particular the Taxation Division and the 
Comptroller's Division in its role as auditor 
are necessarily closely associated with certain 
aspects of these relationships. The Federal- ‘ 
Provincial Relations Division was created in 1954 , 
when a senior official was appointed to give full . 
time to federal-provincial relations. The Division 
administers the statutory subsidies and the payments 
under the Federal-Provincial Fiscal Arrangements 
Act and the grants paid to municipalities in lieu 
of real property taxes. These are the unconditional 
payments made by the federal government as distinct 
from the conditional grants paid by other departments 
of the federal government as a share of the cost of 
specific expenditures made by provincial and municipal 
governments. 

A few years ago the unconditional 


payments to the provinces greatly exceeded the 
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conditional or cost-sharing vines: With the rapid 
increase in cost-sharing epébesmes such as hospital 
insurance, vocational training and various programmes 
in the social welfare field, this is no longer true. 
In 1956-57, unconditional grants including the value 
of tax abatements to the provinces were $553 million 
or approximately five times as great as the 
conditional grants. For 1962-63, it is estimated 

that unconditional grants including the value of 

tax abatements under the new tax collection agreements 
will be $969 million which is about 29 per cent 
greater than the estimated conditional grants of 

$749 million. With this rapid increase in the cost- 
Sharing programmes, a much greater part of the 
transfers to other levels of government now originates 


with other departments. 
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Federal Contributions To: or For the Benefit of the Provinces 


(in millions of dollars) 


A. Unconditional Payments 
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BeBCUCOrY SUDSICWES 4) eke do wdc ceeMe cas 
Tax Abatements (estimated) ..cccccecee 
TAX TENtals wececececevccsscccesevece) 
Equalization (including stabilization) 
50% share of federal Estate Tax ..eee. 
50% share of Income Tax cn Power 
Utilities SO i i 
Atlantic Provinces Adjustment grants . 
Newfoundland Additional Grant ......6. 


sub-total .... 
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B. Conditional Payments 


9. 
10. 
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Le. 
13. 
14. 
156 
16. 
17% 


PR PUOURUMEBO Cote seh oeecteec ce ccc ste 
Health eoececeros | ) 

Hospitebainsurantes nanos arrange 
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Vocational Training, etc. crccccccecce 


Highways and Transportation ..cccocces 
Resource Deve lopiien st sn dedinc Ceanted grew 
PULUTACIpad Wititer WOrKS .ccececscecee oe 
Other CHOCCHHLEOC COE OC CL ALEOEOELEOLEDE?S 


Sub-total 
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C. Payments for the benefit of Provincial 


18. 
19 e 


Institutions - 
University grants (including net 
value of abatement to Quebec) ..eeee 
Grants to Municipalities in lieu of 
taxes on federal government property 


Sub-total @eeeeeseeeeooceeeveevees eve 


Total 


9®SSCHE SCH OBOE OREO Ee 


1961-62 


1956-57 


1962-63 
estimated 


22.8 23.5 23.5 
157.3 oie 8 Soi 4, 719.5 
26 312.6 = 

‘ 167.9 161.1 
- 15.3 
6.6 o.4 6.5 
= 25.0 35.0 
= 8.0 18.0 
ents hire RAEN NS wr AN, EL Lo, 
552.6 856.4 968.9 
0.9 5.4 4.2 
36.4 48.9 49.2 
- 283.2 324.2 
38.4 143.8 150.8 
4.7 35.9 104.8 
26.9 40.3 50.2 
267 21.2 23.1 
re 24.2 379 
pee Jane 4.8 
cements cerummacteemeee ae ee ee 
111.0 610.0 749.2 
16.0 27 2 37.1 
9.7 24.9 27.3 

ah 52,4 64.4 

689.3 1,518.5 1,782.5 
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In°-addition to the direct relationships 
that have developed between the Department of Finance 
and each of the Treasury Departments of the 
provincial governments largely as a result of the 
tax-sharing arrangements, an important mechanism 
exists for discussion and consultation among 
provincial treasury officials and officials of the 
Department of Finance. This is the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters 
which began as the Preparatory Committee of Officials 
created at the Dominion-Provincial Conference in 
April 1955 for the purpose of giving technical study 
to proposed tax-sharing arrangements for the reriod 
1957 to 1962, and which was given continuing status 
at a subsequent Dominion-Provincial Conference. The 
Deputy Minister of Finance is Chairman of the 
Committee and each province has an officially 
designated member, usually the Deputy Provincial 
Treasurer. The Secretary of the Committee is the. 
Director of the Federal-Provincial Relations 
Division of the Federal Department of Finance. The 
Committee usually meets at least twice a year and. 
when new fiscal arrangements are being negotiated 
with the provinces the meetings are much more 
frequent. For example, the Committee held five 
meetings in 1961 largely devoted to working out the 
details of the new tax collection agreements. 
The Committee has no authority to, 
make decisions, but following the discussions at 


its meetings which frequently result in a consensus 
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of views among all its members,. each member reports 
to his own government. Officials of the Department 
of National Revenue are always present at bine 
meetings, and a member of ‘iaiaieaibie of the Privy 
Council usually attends. When an item on the agenda 
is of direct interest to other departments, fcr 
example, Health and Welfare, atid federal and 
provincial members of the Committee invite 
appropriate colleagues to attend. 

The subject matter discussed by 
the Continuing Committee is much broader than the 
specific tax-sharing arrangements proposed or in 
effect. Such matters as the exemption of the Crown 
from provincial and federal taxation, the procedures 
for reimbursement of the provinces under shared- 
cost programmes, the financial effects of shared- 
cost programmes on the provinces, the economic 
situation, forecasts of revenue, financing, the 
measurement of fiscal need and many others have 
been considered by the Committee. As Treasury 
officials, the provincial members of the Committee ha 
been keenly interested in discussions of the economic 
situation and its effect oh their revenues and 
financing. This is an interest which seems likely 
to be enhanced under the new tax collection agree- 
ments by which provinces reasSume a greater measure 
of detailed fiscal responsibility. 

Through the medium of the Continuing 
Committee and the Federal-Provincial Relations 


Division there is a substantial degree of co-ordinatiqn 
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of the relations of the Department of Finance with 
other levels of government. There are other 
relationships, however, which do not fall into this 
pattern. These may be of a sporadic character or 
may involve other special considerations. For 
example, the negotiation of settlements with respect 
to certain major flood damage in the provinces has 
been dealt with by the Treasury Board Divisior. 
Agreements between the Federal Government and 
provinces or municipalities for the reciprocal 
transfer of pension rights of employees transferring 
from one service to the other have been dealt with 
by a unit of the Department of Finance specialized 
in this work. 

The payments of federal grants to the 
universities is made through the Canadian Universities 
Foundation and does not involve relations with 
provincial governments except in the Province of 
Quebec where a special arrangement exists. In 
Quebec, which administers its own university grants, 
an additional abatement of 1 per cent in the rate 
of corporation income tax is granted. This 
arrangement which was introduced in 1960 has 
involved special negotiations with the Province of 
Quebec. 

Apart from the payment of grants in lieu 
of real property tax, there is little direct 
communication with the municipalities. Municipalitie 
are creatures of the province and federal relations 


are therefore primarily with the provinces. Close 
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to 1,500 municipalities, including school districts, 
are now in receipt of annual grants in lieu of real 
property taxes and for the most part the settlement 


of these grants proceeds smoothly. 
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INTERNATIONAL FINANCIAL RELATIONS OF THE 


DEPARTMENT OF FINANCE 


1. Introduction 

The international financial operaticns of 
the Department of Finance, which were very limited 
before World War II, are now extensive, in keeping 
with the greatly increased degree of international. 
economic co-operation which now exists and Canada's 
vital interest in international economic relations. 

The need at the end of the war for inter- 
national efforts to promote the economic recon- 
struction of countries which had been seriously 
affected by the war led Canada to extend recon- 
struction credits to a number of countries anc to 
support efforts to create an International Bank 
having reconstruction as one of its functions. 

The recognition on the part of the viasy 
developed countries that they should assume greatly 
increased responsibility for assisting less developed 
countries to expand and broaden their economies and 
to improve their standards of living id reflected in 
the primary function of the International Bank, in 
the subsequent creation of the International Finance 
Corporation and the International Development 
Association, and in the development aspects of the 
work of the Organization for Economic Co-operation 


and Development. 
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The lessons of Fished aciaanaicn seeteaa currency 
experience between the two sai dieme led to general 
recognition of the need for a soundly-based mu.ti- 
lateral system of world payments, the adoption of 
rules to govern international exchange arrangements 
(to supplement parallel rules in the field of trade), 
and the provision of currency resources to assist 
countries to overcome temporary exchange difficulties. 
For these purposes the International Monetary Fund 
was established. Canadians played an active and 
influential part in the preliminary discussions 
prior to and at the Bretton Woods Conference in 
1944 when the Articles of Agreement of the 
International Monetary Fund as well as the 
International Bank for Reconstruction and Development 
were drawn up. Canada has always been an active 
participant in both organizations. 

The smooth functioning of the multilateral 
payments system requires close and continuous 
consultation among the principal trading countries 
concerning their economic and financial policies 
and their balance of payments situation. One of 
the purposes of the Organization for Economic 
Co-operation and Development is to provide new 
opportunities for the discussion of these matters 
among the industrial countries of the North 


Atlantie area. 


2. Loans to National Governments 


Following World War II (and to a far lesser 
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extent, after World War I) the Canadian Government 
found it desirable to make loans to certain of its 
former allies. The needs of overseas countries for 
Canadian products were very great, but they were not 
yet in a position to pay for their full requirements 
out of current earnings. In order to maintain and 
provide for the future development of Canada's trade 
it was considered important that these countries, 
particularly Great Britain and certain countries in 
Continental Europe, should be helped to reconstruct 
their economies through financial assistance for the 
purchase of Canadian foodstuffs and industrial 
products. Accordingly the Canadian Government under- 
took a large programme of credits on the basis of 
moderate rates of interest and periods of payments 
varying from 5 to 50 years. 

Balances are still outstanding in respect 
of past loans made to the United Kingdom under the 
terms of the United Kingdom Financial Agreement Act 
of 1946, and to Belgium, France and the Netherlands 
under the terms of Section 22 of the Export Credits 
Insurance Act of 1944. In addition, balances on 
loans totalling $80.2 million to China (post-World 
War II), Greece and Roumania (post-World War I) are 
still outstanding, but have been transferred to an 
"inactive loans and investment account" since payments 
of neither principal nor interest have been made for 


many years. 


(a) Loans to the United Kingdom. Under authority of 
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the United Kingdom Financial Agreement Act of 1946, 
Canada extended a credit of $1,250 million to the 
Government of the United Kingdom, to be drawn any 
time prior to December 31, 1951. The purpose of 
the credit was to facilitate purchases of Canadian | 
goods and services by the United Kingdom, to help 
the United Kingdom meet transitional postwar 
deficits in its current balance of payments, 
maintain adequate reserves of gold and dollars and 
assume the obligations of multilateral trade. The 
amount of the credit drawn by December 31, 1951, was 
to be repaid in 50 annual instalments beginning 
on that date with interest charges at 2 per cent. 

Under this credit the United Kingdon 
borrowed a total of $1,185 million in the period 
from 1947-1951. Repayments of principal have been 
made every year since with the exception of 195 ¢. 
The Agreement, as amended in 1957, provides for 
the deferment of interest in respect of 1956, and 
for the possible deferral of seven instalments of 
principal and interest after December 315 19563 
under certain conditions. Principal and interest 
due on December 31, 1957, were subsequently 
deferred. Since that date there has been no 
further deferment. 

The first of any such deferred instalments 
is payable on December 31, 2001, and others 
annually thereafter. Interest at 2 per cent per 
annum is payable on deferred instalments of 


both principal and interest. 
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The outstanding balance as of October 31, 
1962, on loans under the United KiuRdoM Financial 
Agreement Act of 1946 was $1,030.43 million of 
principal plus a total of $44.2 million representing 
deferred interest for the years 1956 and 1957. 

Annual interest payments on the loan are 
credited to the Department of Finance account 
entitled "Return on Investments", which appear as 
a government budgetary non-tax receipt. Repayments 
of principal on loans to national governments 
are credited to "Loans to National Governments” as 
non-budgetary receipts. 

Under authority of the War Appropriation 
(United Kingdom Financing) Act of 1942, Canada 
also extended a loan of $700 million to the 
Government of the United Kingdom, which, under 
the provisions of the Act, was to be non-interest- 
bearing until after the termination of the war. 
Subsequent United Kingdom Financial Agreement Acts 
in 1946, 1951 and 1953 authorized the continuation 
of the interest-free provision of the loan until 
its redemption. Repayment of the loan commenced 
in 1943 and continued annually until final re- 


demption on December 1, 1958. 


(b) Loans under Section 22 of the Export Credits 
Insurance Act - 1944. Under this Act, Canada 


made loans to a number of countries in the early 
postwar period to facilitate reconstruction and 


to develop trade between Canada and these countries. 
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These loans which appear yf the accounts of the 
Finance Department, were iGe.dhe il the following 
countries under the terms of the above Act: 
Belgium ($68.0 million), China ($51.0 million), 
Czechoslovakia ($16.3 million), France ($242.2 
million), Netherlands ($118.9 million), Indonesia 
($15.0 million), Norway ($23.3 million) and the 
U.S.S.R. ($2.9 million). The loans to 
Czechoslovakia, Indonesia, Norway and the U.S.S.R. 
have been repaid in full. Repayments from Belgium, 
France and Netherlands have all been made on 
schedule and, in addition France made an advance 
prepayment of $67.6 million in July, 1962 and 

the Netherlands a similar prepayment of $32.1 
million in October, 1962. As of October 31, 


1962, the balances still outstanding were: 


Balance 
Outstandin 
on ° 
Total Credit Total Rate of October 31 
Country Authorized Advances Interest —_ 1962 
($ millions) ($ millions) (%) ($ millions) 
Belgium 100.0 68.0 is 32.5 
France 242.5 242.2 % 67 <6 
Netherlands 124.0 118.9 various 32.1 


Total 467.5 429.1 132.0 
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Inactive Loans. No repayment has been made since 
1955 on the balance of $49.4 grviied Still due on 
the loan of $51.0 million to China which is now 
classified as inactive. Outstanding balarces on 
two other loans on the books of the Finance 
Department - $24.3 million to Roumania and $6.5 
million to Greece - are also danaisucagbas pt 
active. The former loan was made in 1919-1920; 
the latter in 1920-1921, and no payments of 
principal or interest have been made since 1931 
in the case of Greece and since 19459 in. the case 


of Roumania. 


Ming Sung Loan. In addition to loans made directl 
by the Canadian Government to foreign countries, 
mention should be made of the Ming Sung Lean which 
was guaranteed by the Government of Canada. In 
November 1946 the Minister of Finance, acting unde 
authority granted to him under Part II of the 
Export Credits Insurance Act, guaranteed a credit 
of $12,750,000 which a group of Canadian banks 
provided to the Ming Sung Industrial Co. Ltd. 
The Government of China also guaranteed the 
obligations of the Ming Sung Company in this 
respect. This loan was used to purchase © ships 
eonstructed in Canadian shipyards for use in 
China. 

The Ming Sung Industrial Co. Ltd. did not 
make any payment of principal or interest on 


this loan and the Chinese Government guarantee 
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was not fulfilled (except to the extent of 
$26,875). | 

Accordingly, the Government of Canada was 

required to pay the Canadian banks concerned a 
total of $14,470,310 of which the final instalment 


was paid in 1960-61. 


(e) Special Loans to India and Ceylon. In the fiscal 
years from 1958 to 1960 Canada lent a total of 


$35 million to India and Ceylon to finanee the 
purchase of wheat and flour from Canada. India 
borrowed a total of $33 million; $16.2 million in 
fiseal 1958 and $16.8 million in fiscal 1959. 
Ceylon borrowed a total of $2 million in fiscal 
1959-1960. All loans carry interest at 44 per. 
cent per annum and are to be repaid in seven equal 


annual instalments from 1961 to 1967. 


(f) Wheat Sales to China. The Government has 
guaranteed, by Order-in-Council pursuant to the 
Canadian Wheat Board Act, bank advances made to 
the Canadian Wheat Board for financing the sale 
of Canadian wheat and barley to the China 
National Cereals, Oils and Foodstuffs Impcrt and 
Export Corporation. Although this is not, strictly 
speaking, a transaction between governments, this 
credit arrangement is similar to the other measures 
described in this section and might, therefore, 
be considered under the same heading. 


Sales contracts are negotiated from tine to 
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time between the Canadian Wheat Board and the 
Chinese agency under an se taenie’ covering the 
period June, 1961 to December, 1963. The terms 
of settlement under these lia ea@lLi,for 
payment in cash of 25 per cent of the sales value 
of the aes the balance due within 273 
days. Bank credit is used to finance the credit 
portion of these sales and the Minister of 
Finance has been authorized to guarantee to the 
chartered banks the repayment of advances made to 
the Canadian Wheat Board of an amount not in 
excess of $100 million outstanding at any one 
time. For the period ending October 31, 1962, 
about 125 million bushels of wheat and barley 
have been shipped under the terms of the credit 
arrangements with the Chinese agency. To date 


all due payments have been made on time. 


3. International Bank for Reconstruction and Developmen 


( IBRD ) 


This Bank was established after the end 


of the war for the purpose of assisting in the 
reconstruction and development of its member 
countries. To this end, the Bank was empowered 
to facilitate the investment of capital for 
productive purposes and to make loans out cf its 
own funds obtained from capital subscripticns and 
through borrowing in financial markets, when 
private capital is not available on reasonable 


terms. 
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In addition Saaeuniils is empowered to. 
guarantee loans by private Wabices although this 
authority has not been exercised. The Bank's loans 
are granted on conventional terms - they bear 
realistic rates of interest, must be repaid within 
a reasonable time period and both principal and 
interest are repayable in the currency in which the 
loan is made.. 

Initially the authorized capital of the 
Bank was U.S. $10 billion and Canada's original 
contribution was U.S. $325 million. Under the terms 
of the articles of agreement Canada paid 2. per cent 
ofthis. amount (U.S. $6.5 million) in U.S4 dollars 
and a further 18 per cent in Canadian dollars. This 
latter amount (equivalent to U.S. $58.5 millior.) was 
released by the Canadian Government for use by the 
Bank in 1952 and is now fully loaned. 

In September, 1959, it was agreec that 
the authorized capital of the Bank should be increased 
from U.S. $10 billion to U.S. $21 billion and that 
members should double their subscriptions to the Bank's 
capital. Calls on new subscriptions would not be made 
for use in the operations of the Bank, however, and 
these subscriptions would remain subject to call to 
meet the Bank's obligations. It was also agreed that 
Canada, Germany, and Japan, should undertake additional 
special increases in their subscriptions. Thus, 
Canada's subscription increased from U.S. $325 
million to U.S. $750 million, representing a doubling 


of our original contribution plus a special increase of 
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U.S. $100 million. Of the special increase of U.S. 
$100 million, one per cent was paid in U.S. dollars, 
and 9 per cent was paid in Canadian dollars anc fully 
released for use by the Bank. The remaining 90 per 
eent of the special increase plus 100 per cent of the 
"regular" increase in the Canadian subscription 
creates uncalled and in the form of a guarantee for 
the Bank's operations. 

Since it was first established, the 
Bank has raised a total of Canadian $55 million in 
the Canadian securities markets. Up until the end 
of the second quarter of 1962, borrowers from the 
IBRD had spent the equivalent of U.S. $143.3 million 
for purchases of goods and services in Canada. 

As of June 30, 1962, there were 75 
members of the Bank and subscribed capital amounted 
to U.S. $20.5 billion. 

As’ of June 30, 1962, the gross total of 
Bank loans signed was $6.5 billion made up of 215 
loans in 60 countries and territories. As a result 
of cancellations, repayments and sales of loans, the 
amount held by the Bank was approximately $4.4 billion. 

In addition to making loans and providing 
technical assistance and advisory services, the IBRD 
has also taken important initiatives in connection 
with the development plans of India and Pakistan. 

In 1958, in view of India's serious shortage of 
foreign exchange, the Bank called a meeting of a 
Consortium of member countries interested in the 


financing of India's economic development. The 
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countries concerned were Canada, West Germany, Japan, 
the United Kingdom and the United Stavet 3 more 
recently, France has joined the Consortium. As a 
result of this and further meetings in 1959, 1960 

and 1961 additional large-scale assistance was pledged 
to India for the financing of its Second and Third 
Five-Year Plans. 

A similar Consortium, comprising the same 
countries, was set up to consider the needs of Pakistan 
and first met in October, 1960. This Consortium met 
again in 1961 and its members agreed to provide sub- 
stantial additional assistance to Pakistan. 

Canada has played an active part in both 
Consortia. Canada has been represented at meetings 
of the two groups by senior officials of the 
Department Of Finance assisted by officials of 
other Departments. 

All powers of the IBRD are vested in a 
Board of Governors which meets once a year to review 
the operations of the Bank. The Minister of Finance 
has been Governor of the IBRD for Canada, but at 
present this position is held by the Minister of 
Justice who was Minister of Finance from June, 1957 
to August, 1962. The Board of Governors delegates 
most of its powers to the 18 Executive Directors, 
of whom 5 are appointed by the principal member 
countries and 13 are elected by the other members. 
Mr. A.F.W. Plumptre, Assistant Deputy Minister of 
Finance is the Executive Director for Canada of both 


the Bank and the Fund. An official of the Department 
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of Finance serves as the a¥t erratic Executive Director. 
This official resides in oe eee and participates 
actively in the work of the Bank under the guidance 
of the Executive Director. He is at the same time 
Counsellor (Finance) attached to the Canadian Embassy 
in Washington. 

Canada has been a very active supporter of 
the IBRD. In the light of the success which the Bank 
has had in its operations and in the interest of 
effective co-ordination of aid programmes, Canada has 
supported the central role of the Bank in this field 
in preference to the creation of other kinds of 
machinery on a multilateral basis such as have been 
proposed from time to time. 

Affiliated with the International Bank for 
Reconstruction and Development are two other 
organizations, the International Finance Corporation 
and the International Development Association. 

The International Finance Corporation (IFC) 
came into existence in July 1956 as an affiliate of 
the International Bank for investing in developing 
member countries. It invests in productive private 
enterprises in association with private capital and 
management in cases where sufficient capital is not 
available in the country concerned on reasonable terms. 


These investments are not guaranteed by Governments. 


Although the Corporation has its own professional 
staff, it uses the services of the Bank's Economic 
and Administrative Staff. 


Canada's subscription to the International 
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Finance Corporation is $3.6 million and has been fully 
paid. | 

Unlike the IBRD, the IFC has not sought to 
raise funds, through public sales of its obligations 
although it is empowered to do so under its Articles 
of Agreement. Consequently, the IFC has not borrowed 
funds on the Canadian securities markets. 

One of the first investments of the IFC was 
in Bristol de Mexico, S.A., of which the majority 
stockholder is The Bristol Aeroplane Company of Canada. 
On that occasion, Bristol de Mexico entered into a 
management contract with Bristol of Canada to furnish 
a general manager and supervisory personnel as needed. 
The IFC has also retained the services of Canadian 
engineering firms in connection with some of its 
investments. 

The International Development Association 
(IDA) came into existence in September, 1960, and 
commenced operations in November, 1960. The 
Association is a separate and distinct entity although 
it is an affiliate of the International Bank. Initial 
subscriptions to the capital of the Association total 
U.S. $1 billion, of which Canada's contribution is 
UsiSea $37.83 million or 3.7 per cent. Of this amount, 
U.S. $15.98 million has so far been paid and the 
balanee is due by the end of 1964. 

The IDA was established as an adcitional 
instrument to promote economic development ky providing 
finance on terms more flexible and bearing less heavily 


on the balance of payments of the recipient countries 
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than those of conventional isanee 

In a growing number ereaeverépiie countries, 
the need for, and the ability to make effective use of, 
outside capital is increasing faster than the ability 
to service conventional loans; some countries have 
already begun to draw close to the limit of the debt 
they can prudently assume on conventional terms. These 
considerations prompted the establishment of IDA which 
is designed to further the development objectives and 
Supplement the activities of the IBRD. 

A considerable degree of flexibility is given 
to IDA by its Articles of Agreement, both in the 
purposes Poh WHICH it may provide finance and in the 
terms on which it may make loans. The liberality of 
IDA terms is illustrated by the IDA's record during 
the first eight months of operations, ending June 350, 
1961. IDA extended development credits totalling 
$101 million in four countries. Each of these credits 
is for 50 years, without interest. Three of these 
credits were for highway development in Honduras, 
Chile, and India and the fourth to finance, jointly 
with the IBRD and with additional assistance from the 
German Government, the Roseires Dam project in the 
Sudan. 

The Articles of Agreement provide that the 
Association shall review the adequacy of the resources 
at such time as it deems appropriate and at intervals 
of 5 years, if it deems necessary, authorize an 
increase in subscriptions. Such a review is now in 


progress. 
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Membership in IDA is Open only to members of 
the IBRD, and each member is opieetbade by the same 
Governor and Alternate Governor in the two irstitutions 
The Executive Directors of the IBRD serve ex officio 


as the Executive Directors of the IDA. 


4.The International Monetary Fund 


The International Monetary Fund (IMF) was 
created after the war for the purpose of promoting the 
establishment of a multilateral system of payments in 
respect of current transactions and the elimination of 
foreign exchange restrictions which hamper the growth 
of world trade. The Fund seeks to ensure exchange 
Stability, to maintain orderly exchange arrangements 
among members and to avoid competitive exchange de- 
preciation. The resources of the Fund are made 
available, under adequate safeguards, to members 
experiencing balance of payments difficulties in order 
to provide them with an opportunity to correct such 
maladjustments without resorting to measures inimical 
to national or international prosperity. 

Each member of the Fund has a quota, and 
subscriptions to the Fund are equal to quotas. 
Subscriptions are payable partly in gold (normally 25 
per cent) and partly in the member's own currency. 
Quotas and subscriptions of the 82 members of the Fund 
totalled about U.S. $15.2 billion as of September 30, 
1962. By that date, member countries had drawn a 
cumulative total of U.S. $6.7 billion from the Fund. 


Of this amount, U.S. $5.0 billion had been repaid. 
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Quotas are the basiaifon deciding each 
member's access to the Fund's nesoapeedt The Fund's 
articles provide that a member may draw on the Fund's 
resources provided that the Fund's holdings cf the 
member's currency do not increase by more than 25 per 
cent in any l2-month period nor exceed 200 per cent of 
its quota. The 200 per cent of quota limitation has 
never been waived, but since 1953 most drawings have 
been larger than 25 per cent of the member's quota. 
Quotas also determine a member's voting power in the 
Fund. 

In addition to the resources available to 
the Fund from the subscriptions of its members, the 
main industrial countries including Canada agreed in 
1962 to stand ready to lend their currencies to the 
Fund up to a sum equivalent to U.S. $6 billion when 
the Fund and these countries consider that supple- 
mentary resources are needed to forestall or cope with 
an impairment of the International Monetary system. 
Canada's maximum commitment under this arrangement 
will be U.S. $200 million. No use has yet been made 
of this. facility. 

Canada's initial quota and subscription to 
the Fund in 1946 was $300 million in U.S. currency. 

Of this, U.S. $75 million was paid in gold and the 
equivalent of U.S. $225 million in Canadian currency. 
In 1959 agreement was reached on a general increase 

of 50 per cent in guotas for all members of the Fund, 
as well as on special additional increases for Canada, 


Japan and Germany. As a result, Canada's quota 
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increased from U.S. $300 pith don to U.S. $550 million. 
Twenty-five per cent of the imerease in the Canadian 
quota was paid in gold (U.S. $62.5 million) and 75 per 
cent in Canadian currency. Thus to date Canada's 
contribution to the resources of the Fund has amounted 
to U.S. $137.5 million in gold and the equivalent of 
U.S. $412.5 million in Canadian currency. 

The Fund's articles provide that the part of 
a member's quota which is payable in the member's 
currency, and which the Fund does not need 2 3) A of 
operations, can be deposited in the form of non- 
interest bearing non-negotiable demand notes.which the 
Fund can cash whenever it needs the money. Nearly the 
entire amount of the currency portion of Canada's sub- 
scription to the Fund has been paid in the form of 
such notes lodged with the Bank of Canada as fiscal 
agent for the Fund in this country. 

To date the Fund has lent the equivalent of 
U.S. $100 million in Canadian currency to the following 
three countries: United Arab Republic ($15 million 
in 1956); Australia ($10 million in 1961); United 
Kingdom ($75 million in 1961). Of this total, the 
Fund obtained the equivalent of U.S. $25 million 
in Canadian currency through the sale of gold and 
the balance from Canada's subseription. By 
September 30, 1962, repayments to the Fund in 
Canadian dollars amounted to the equivalent of 
U.S. $50.7 million. Canada drew the equivalent 
of U.S. $300 million from the Fund in June, 1962. 


This amount remains outstanding as of October 31, 1962. 
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The highest caer aediey eet molen Fund is a 
Board of Governors, one Governor neuregentine each 
member country. Most of the Fund's decisions are 
made by thé Board of Executive Bias owe of whom 
five are appointed by the five members having the 
largest quotas and 13 are elected by the other 
member countries. The IMF Governor, Executive 
Director and Alternate Executive Director for Canada 


are the same as those for the IBRD. 


Organization for Economic Co-operation and Development 


The Organization for Economic Co-operation 
and Development came into existence on September 30, 
1961 upon ratification of the convention establishing 
it, that was negotiated during 1960. The Organization 
is a suceessor to the former Organization for European 
Economie Co-operation, having broader objectives than 
the OEEC and including as full members the United 
States and Canada in addition to eighteeen countries 
of Western Europe. The objectives of the Organization 
as provided in the convention are to promote policies 
designed to achieve the highest sustainable rate of 
economic growth in member countries while maintaining 
financial stability; to contribute to the economic 
development of less-developed member and non- 
member countries; and to contribute to the expansion 
of world trade on a multilateral, non-discriminatory 
basis. 

The central authority of this Organization 


rests with the Council, meeting either in sessions of 
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Permanent Representatives or of Ministers. At 
ministerial siciphonlr elias of the come itp Canada is 
represented by a Cabinet Minister. At the inaugural 
session of the Council in the Autumn of 1961, the 
Honourable Donald M. Fleming was elected Chairman of 
the Council of Ministers for 1962. 

At the official level the primary policy 
eerie naan ep of the Department of Finance in 
relation to the Organization is that of providing 
Canadian representation at meetings of the Economic 
Policy Committee and fies Thcralettim Re waties anc of 
directing the development of advice on the Canadian 
position on subjects under discussion in these groups. 

The Economie Policy Committee is a plenary 
committee of the Organization composed of senior 
officials having important responsibility for advising 
their respective Governments on matters of general 
economic policies. It meets three to four times each 
year to review the economic and financial situation of 
member countries with a view to furthering the 
objectives of the Organization, with special emphasis 
on the international effects of national economic and 
financial policies. Canada is normally represented 
on this group by an Assistant Deputy Minister of 
Finance, usually accompanied by a senior official of 
the Bank of Canada and members of the Permanent 
Delegation in Paris. 

To assist in the fulfillment of its mandate, 
the Economic Policy Committee has set up two Working 


Parties for the detailed consideration of the economic 
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growth of member countries and of the international 
balance of payments equilibrium. ‘The former group, 
which has been meeting at approximately two-month 
intervals, is concerned with analysing the growth 
experience of member countries and considering the 
policies appropriate to the encouragement of future 
growth. The latter Working Party, which also meets 
about every two months, studies the effects on inter- 
national payments of monetary, fiscal and other 
economic policy measures of member countries. 

Senior officials of the Department of Finance 
represent Canada on both these groups, in collaboration 
with officials from the Bank of Canada. 

The Department of Finance also has primary 
responsibility for Canadian participation in the work 
of the Development Assistance Committee. This 
Committee serves as a vehicle for consultation 
among the main donor countries who are members of 
the Organization concerning capital aid and technical 
assistance programmes for countries in the process 
of economic development. A senior official of 
the Department leads the Canadian delegations to 
the periodic plenary sessions of the Committee. 

In several of the other Committees of the 
Organization, this Department acts as the main co- 
ordinating authority for interdepartmental con- 
Sideration of advice on the position to be taken by 
Canada on the matters under discussion. This 
applies to the Budget Committee in its consideration 


of the expenditure budgets and other financial 
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1 problems of the Organization; the Fiscal Committee, 
2 in which member countries consult we development of 
3 more compatible national taxation structures, 
4 particularly in the field of prevention of double 
5 taxation; and the Committees for Payments and 
6 Invisible Transactions, which carry out the respon- 
7 sibilities of the Organization in relation to the 
8 OECD Codes of Invisible Transactions and Capital 
9 Movements. 
10 Finally, the Department also participates 
11 in other aspects of the work of the Organization, e.g. 
12 the Trade Committee, and the Economic and Development 
13 Review Committee, and from time to time provides 
14 representatives (together with officials from other 
15 Departments) at meetings of such committees. 
16 


17| 6. United Nations and its Specialized Agencies 


18 As a member of the United Nations and its 
19 eleven Specialized Agencies Canada is required to 
20 pay an assessed share of the cost of administering 
21 each of these Organizations. Canada also makes 

22 contributions to a number of “emergency” programmes 
23 financed either by special "operation" assessments 
24 or by voluntary contributions. 

25 The total cost of administering United 

26 Nations and its Specialized Agencies has grown 

2, steadily in recent years and in 1962 will be about 
28 $152 million, of which the Canadian assessed share is 
29 $5.6 million. Canadian contributions to special 


30 programmes (including the Urited Nations Emergency 
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Force, United Nations Special Fund, United Nations 
Children's Fund, Palestine perube es: etc.) will amount 
to about $7 million in 1962. Canada has also made a 
pledge to purchase $6.24 million of United Nations 
bonds to help to strengthen the Organization's 
finaneial position. 

The administrative expenditures of these 
Organizations are provided in budgets voted annually 
by the General Conference of each Organization. 

In order to enable delegations representing Canada 

at these Conferences to participate effectively in 
examination of their expenditure programmes the 
Department of Finance scrutinizes each programme and 
provides guidance designed to improve efficiency and 
co-ordination and eliminate waste and extravagance. 
From time to time officials of the Department are 

also required to participate as members of delegations 
or advisers. The United Nations has also established 
two expert standing committees to provide financial 


advice to the General Assembly. 


Tax Relations with Other National Governments 

The Minister of Finance is responsible for 
tax policy in the international sphere as in the 
domestic, and hence is responsible for the 
conclusion of tax agreements with other governments. 
This work is, of course, undertaken in conjunction 
with the Minister of National Revenue who administers 
the provisions of the tax agreements, and the 


Secretary of State for External Affairs who is 
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responsible for international agreements. The 
prime purposes of tax a cbestentetare to avoid both 
double taxation and fiscal evasion. These agreements 
are also generally conducive to instilling confidence 
in foreign investors, and in particular they afford 
protection for business interests in such matters 
as the binding of withholding tax rates, agreed 
rules of allocation of business income and tax 
freedom for visiting executives and technicians. 
They help to assure equitable tax treatment to 
foreign investors in Canada aaa to Canadian 
residents and domiciliaries who have sources of 
external income. 

The Government of Canada has an obligation 
to encourage the conclusion of bilateral tax 
agreements in that it has subscribed, both on its 
own account and as a member of such international 
organizations as the United Nations and the 
Organization for Economic Co-operation and 
Development, to the principle that international 
double taxation should be avoided and fiscal 
evasion prevented. 

Problems of double taxation and fiscal 
evasion are most likely to arise where relations 
between Canada and the other country concerned are 
close and extensive. It is natural therefore that 
Canada's tax agreements have been made with its 
main trading and political partners in the 
Commonwealth and Europe and with the United States. 


Canadian tax agreements presently in force consist 
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of comprehensive income tax agreements with 12 
countries, comprehensive death duty agreements 

With 5 countries, and agreemerts limited to the 
avoidance of double taxation cf profits from 
Shipping operations or aircraft Operations or both, 
with 6 eens. The Income Tax Agreement with the 
United Kingdom has been extended - 29 colonies and 
protectorates, some of which have since become 
independent countries. 

Although the Government of Canada has 
welcomed proposals for coneluding tax agreements, 
it has not usually taken the initiative in making 
Such proposals. The main reason for this is that 
its domestic income tax law has itself for many 
years provided a significant measure of relief 
Aa double taxation for Canadian residents. 

Indeed Canadian tax agreements may be regarded in 
large part as a codification of the provisions 

of domestic law dealing with the relief of double 
taxation. In addition the Canadian economic and 
fiscal environment has been sufficiently favourable 
to non-residents carrying on business or making 
investments here as not to make vital the Special 
protection afforded by a tax agreement. 

Tax problems sometimes arise in regard 
to the property or personnel of other governments. 
A question may arise, for example, about the tax 
treatment of property purchased for use in 
Canada by the defence establishment of another 


country, or for use in a joint Canada-United States 
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undertaking such as the aeépendne of the 

St. Lawrence waterway system. osya diplomat may 
express concern about the tax treatment being accorded 
to him by one of the three levels of government. 
The tax status of diplomats, counsuls and military 
personnel of foreign governments may be the subject 
of a multilateral convention regotiated under the 
auspices of international organizations such as the 
United Nations, or NATO. Tax problems concerning 
members of the Canadian public service who are 
serving abroad, or Canadian Government property 
held abroad must also be studied from time to time. 
All such matters come within the purview of the 


Taxation Division of the Department of Finance. 


Tax Problems resulting from Membership in 
International Organizations 

The charters of international organ- 
izations such as the United Nations generally provide 
that the organization shall emjoy in the territory 
of each of its member countries such privileges and 
immunities (including tax privileges and immunities) 
as are necessary for the fulfillment of its purposes, 
and that representatives of the member countries and 
officials of the organization shall enjoy such 
privileges and immunities as are necessary for the 
independent exercise of their functions in 
connection with the organization. When Canada 
becomes a member of such an organization and 


undertakes to accept a convention embodying 
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these privileges an@henwindties it is necessary for 
the Department of Finance to Siete their tax 
implications. An important aspect of this study 
concerns the possible effect of the convention in 
guestion on the taxing jurisdictions of provincial 
and municipal governments. Another concerns the 
question of excluding from the privileges and 
immunities granted, Canadian citizens who are 
ordinarily resident or domiciled in Canada. 

Unless the organization's headquarters 
are located in Canada there will not be many occasions 
in practice when privileges ard immunities will have 
to be granted. Such occasions might be, for example, 
when an organization holds sessions in Canada, or 
appoints representatives or establishes branch 
offices in Canada, or invests assets in Canada. 

When an organization establishes, or is likely to 
establish, its headquarters in Canada, as the 
International Civil Aviation Crganization has 

done, it is necessary not only to scrutinize the 
convention but eventually to consider in more detail 
the extent to which and the manner in which 
privileges and immunities are to be granted. It 

may also be necessary to amend the taxing statutes. 

Certain tax privileges and immunities may 
also be required for visiting military forces and 
their individual members. These now fall mainly 
within the ambit of the Visiting Forces (North 
Atlantic Treaty) Act but may come within the provision 


of legislation concerning the forces of individual 
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countries such as The Visiting Forces (British 

Commonwealth) Act, 1933 or The American Bases 


Act. 1941. 
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